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Street Railway Securitiese—A Symposium. 


With contributions by Max Teicnmann, C. P. A., of Balti- 
more, Carl H. Nau, of Cleveland, and R. S. Buchanan, C. P. A., 
of Chicago, and editorial introduction by W. H. Lough, Jr. 





Everybody believes in electricity as the coming motive power ; 
everybody knows that street railways generally do a big business 
and that the natural growth of cities is forcing more business on 
them; most people are convinced that their profits are large, if 
not abnormal. Yet investors of the conservative type are shy 
about touching street railway securities. What is wrong with 
them? Are the companies badly managed? Are their financial 
operations shady? Are their accounting methods unscientific? 
Or is the investing public misguided ? 

To get answers to these questions the editor of THE JouRNAL 
oF ACCOUNTANCY recently sent the following letter to certain 
accountants who are especially familiar with the problem: 


My dear Sir :— 

In our June issue we expect to print a symposium on Street Railway 
Securities, to which I trust you will contribute. The subject is one of 
great interest to investors and business men generally, especially at this 
time when the feeling of uncertainty as to the financial future is turning 
attention more and more toward bond investments. 

Street railroad securities, as you know, generally sell at a considerably 
lower level than steam railroad or even the better grade of industrial 
securities yielding the same returns. Are there good reasons to justify 
this discrimination? Or is it due largely to ignorance on the part of the 
investing public? To those questions we hope to get answers of value. 

Four points which I should like you to discuss in your contribution 
are: 
1. The nature of the assets of street railroad corporations. Does the 
franchise usually figure as an asset of great value? Is it really worth a 
great deal, as a rule? Leaving the franchise out of account, does the 
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physical value of the property usually cover safely the outstanding 
indebtedness ? 

2. The financial and accounting methods followed, especially with 
reference to allowances for depreciation. Is the practice of street railroad 
companies usually conservative ? 

3. The relations of the companies to the public. Do they usually follow 
the policy of conciliating or of ignoring public sentiment? And does their 
policy in that regard have any influence on the value of their securities? 

4. The relations of the companies to their security-holders. Are com- 
plete and trustworthy annual reports furnished ? r are the stock and 
bond holders left in the dark? Is there any serious danger of internal 


mismanagement going on without discovery ? 

Of course I realize that there are wide differences between street rail- 
road companies. Nevertheless, I am inclined to think that there are some 
general principles which apply to all of them. Your work has put you in 
an especially advantageous position to observe and pass judgment on their 
policies and methods, and on the intrinsic value of their securities. 

Yours very truly, 
JosepH FRENCH JouNson, Editor. 

The three replies following cover the situation thoroughly and 
throw some interesting side-lights on the errors in the manage- 
ment of our street railways. The exceptionally painstaking 
article in this number by Herbert G. Stockwell, C. P. A., of 
Philadelphia, on Street Railway Bonds as Investments was also 
called forth by the letter quoted above and may well be considered 
here. 

Mr. Stockwell devotes his paper to an analysis of the points of 
difference between steam railroads and street railways which go 
to explain the difference in their standing as investments. The 
steam lines have the advantage in their possession of the right of 
eminent domain, in their smaller burden of taxes, in their greater 
freedom from local restrictions, in their lower capitalization per 
mile, in the standardization of their equipment, in the greater 
completeness of their reports and in the demand for their securi- 
ties by savings banks. This is a formidable list, but it is more 
than offset by the lower operating ratio of the street railways and 
by their growing popularity. On the whole, Mr. Stockwell has 
faith in the “increasing desirability of the street railway bond as 
an investment.” 

Mr. Teichmann evidently believes that street railway com- 
panies are generally poorly managed, especially as to their 
finances and accounting, and that the public in its preference for 
steam railroad securities is substantially right. Their annual 
reports he thinks incomplete and misleading and their assets of 
uncertain value. 

Mr. Nau finds in the history of street railway financing a 
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sound reason for the present low value of their securities. ‘“ The 
business proceeds always,” he says, “on the theory that a day of 
reckoning will never arrive.” The bonded indebtedness has come 
to measure the entire value of the physical property and some of 
the value of the franchise. False methods of accounting allow 
these practices to go on without detection until a re-organization 
comes and a new series of bond issues is started. 

Mr. Buchanan is less severe in his criticisms. He declares 
that “the accounting methods of street railway companies have 
been for some years past conducted on fairly satisfactory lines,” 
and that “it is very exceptional for an honestly conducted enter- 
prise in the form of a street railroad in an average American 
community to be brought to default in meeting its bonded obli- 
gations.” He finds, however, that some reports are trustworthy 
and some are not, and that investors in some cases have been 
deceived and victimized. 

One point on which all our contributors agree is that a radical 
change in the character of street railway audits and reports is 
necessary before their securities will become generally accept- 
able. People have faith that they can learn most of the essential 
facts about a steam railroad bond from published statements, or at 
least that nothing intentionally misleading is given out. They 
do not have an equal confidence in street railway statements. 
To that fact, more than to anything else, are due the lower prices 
of the street railway securities. 

If the bankers, the promoters and the stock and bond holders 
of the street railway companies are alive to their own interests, 
we believe that they will insist with increasing vigor on three 
essentials—independent audits, thorough and impartial examina- 
tions, complete and honest reports. 





Sound Reasons for Lower Prices of Street Railway 
Securities. 


By Max TEICHMANN, C. P. A. 


Apparently there are good reasons why street railroad securi- 
ties generally sell at a considerably lower level than steam railroad 
or even the better grade of industrial securities yielding the same 
returns, and the investing public is aware of certain facts, as 
otherwise there would be no discrimination. 
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The assets of street railroad corporations are partly of a some- 
what speculative nature with an uncertain present value owing 
to the fact that in the present era of mechanical changes, inven- 
tions, improvements and perfections, replacements must con- 
stantly be made. In cases of consolidations and mergers the 
values of an obsolete equipment are often taken above the 
original cost and sometimes higher than the cost of an entirely 
new and up-to-date equipment would be. The franchise does not 
always figure as an asset of great value, although worth a good 
deal. Leaving the franchise out of account, the actual value of 
the property rarely covers safely the outstanding indebtedness. 

The financial and accounting methods followed, especially 
with reference to allowances for depreciation, leave usually much 
to be desired. In most cases the companies do not favor liberal 
allowances for depreciation, and claim that the natural growth of 
population will increase the earning power sufficiently to offset any 
deterioration in their physical condition which can be made good 
by the issue of stocks and bonds. Few accountants will be found 
to favor this view. Within a comparatively short time we have 
witnessed a number of rapid and radical evolutions in construc- 
tion, motive power, and rolling stock which have necessitated 
enormous expenditures. The old equipment had to be sold be- 
fore worn out and regardless of what it would bring, and in some 
instances the difference between the original cost and the selling 
price is still carried on the books as an asset under “ cost of road 
and equipment.’’ This should show the necessity for a liberal 
allowance for depreciation. 

Street railroad corporations do usually follow the policy of 
conciliating public sentiment, but their policy in that regard 
seems not to have any influence on the value of their securities. 

Their annual reports are generally incomplete, and for that 
reason often misleading and of little or no value to their stock 
and bond holders. It has even been found that the contents of 
their sworn statements do not agree with the facts as recorded 
in their books. 

It is true that there are wide differences between street rail- 
road companies, but the above mentioned conditions are rather the 
rule than the exception, and any one of those facts known or 
surmised is not apt to inspire the investing public with 
over-confidence. 
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Honest Accounting is Needed. 
By Cart H. Nav. 


Street railroads are usually built with borrowed money, from 
the proceeds of the sale of bonds at less than par with a stock 
bonus. If well located they are operated, even in the early years 
of their existence, at a profit. Usually no account is taken of 
depreciation and no provision is made for a fund to pay off the 
bonds or to renew track and equipment. The appreciation in 
franchise value is considered sufficient to take care of this. After 
deducting operating expense and interest on bonds from gross 
income, the remainder is applied to the payment of dividends on a 
capitalization already largely in excess of the actual cost of 
construction. 

Subsequently, when things begin to wear out or become 
obsolete they are renewed by further borrowed money. Fre- 
quently repeated “ consolidations ” take place or the company is 
otherwise “ reorganized ”’ and the process begins anew. 

The promoters, in the meantime, dispose of all or part of 
their stock and bonds to the investing public, much of which rep- 
resents a “ rake-off’’ for promotion and profits of construction 
companies. But the business proceeds always on the theory that 
the day of reckoning will never arrive. 

With the growth of cities and the consequent increase in 
traffic, the earning power of street railroads is constantly in- 
creasing, and this condition is assumed to be perpetual. The fact 
that franchises, immensely valuable though they be for the time 
being, are steadily nearing the date of their expiration is entirely 
forgotten or is slurred over. Why bother about the future? 
Let the future take care of itself. 

So in one way or another the bonded indebtedness of the 
average street railway has come to measure not only the entire 
cost of its reproduction to-day, but in addition some part of the 
value of its franchise privilege. Notable exceptions there are, of 
course, but this is the usual fact. 

Meanwhile, the public upon whose franchise gift the business 
depends, and which gift has furnished its largest asset, begins 
to realize the value of the privilege given away and refuses to 
renew franchises on the same terms. Now comes the time of 
stress, and unless the franchises be renewed the value steadily 
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oozes out of the securities. Those who either willfully or 
ignorantly were responsible for bringing about this state of 
affairs will have “ got out from under ” and will be seeking new 
fields to conquer. 

All this time the company has been paying its interest charges 
and good dividends on a large over-capitalization. To be sure 
the legitimate investor, who subsequently bought the bonds or 
stock, is only getting a fair return on his investment. Caveat 
emptor! Will that protect him when the time comes that fran- 
chises must be renewed? Instead of then charging his troubles 
to political agitation and railing against those reformers who 
ignore the vested rights of private property, ought he not rather 
to ascribe his plight primarily to false accounting ? 

If the accountant will occasionally forget his private employ- 
ment sufficiently to remember his patriotic duty as a citizen he can 
often lend the weight of his professional knowledge and influence 
on the side of honesty and right thinking upon this subject. If 
his advice be taken the profits of the promoters from the sale of 
their stocks will not be so great, but the legitimate earnings of the 
investor, who actually puts his money into the property, and the 
interests of the public will be better safeguarded. Publicity in 
accounting will not be so injurious to street railway investors as 
the false method of accounting now prevalent. Past methods, in 
most cases, have been deceptive to stockholders and to the public. 
If the deception has come from ignorance it is inexcusable; if 
from design, it is dishonest. Whether it is dishonest or whether 
it only deceives, it is bad policy. Let us, as accountants, lend our 
support to the cause of honesty. 





Secunity-Holders Should Demand Independent Audits. 
By R. S. Bucwanan, C. P. A. 


With the exception of such issues of street railway securi- 
ties as, under the pressure of the transportation necessities of 
our large cities, have attracted the attention of the public by 
reason of the vast amount of money required for rehabilitation 
and improvement of the existing lines of traffic or the extension 
of new ones, and in the disposal of which accordingly a very high 
degree of financial skill has been required, it cannot be said that 
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the obligations of a street railroad, as ordinarily understood, 
have as yet received full consideration from the investing public 
in comparison with the interest displayed in everything relating 
to our steam railroads, or even in comparison with the so-called 
industrials whose securities are regularly quoted on the market. 

Being a purely local enterprise in its first inception, it will 
generally be found that a street railroad has been projected by 
local men, who under the plea of civic development have been 
able to enlist the interest of their townsmen in an enterprise 
which appeals to local pride, and in which the rights of the public 
are not apt to be very seriously considered; nor pending the 
town’s development can it be fairly said that such rights are very 
seriously affected. Public interest in and public knowledge of 
the intrinsic value of a street railroad’s underlying franchise are 
being stimulated in these days by a more or less intelligent 
appreciation of the equities involved; but in many instances the 
promoters themselves do not know whether they are planning 
for a large or small system, and project their lines of traffic 
along the routes which can be secured at the lowest possible out- 
lay, and with the least opposition from the general community. 
As our intra-mural lines become inter-urban and the develop- 
ment of large centers of population demand increased facilities, 
the necessary funds for extension and improved equipment have 
to be secured from the recognized markets for money. Thus 
the attention of our financial magnates is attracted to such enter- 
prises as have jogged along hitherto without any logical criti- 
cism having been excited either by their sins of omission or 
commission. 

The nature of the assets behind the vast majority of street 
railroad securities which are current at the present time, has 
been closely scrutinized by the bankers and bond houses at whose 
counters the average American investor has been educated to 
seek for such obligations. Statistical statements of earnings and 
expenses are published upon the financial page of all our promi- 
nent newspapers, or may be secured by any prospective investor 
who will take the trouble to ask for them; still it cannot be said 
that the information obtainable is in every instance entirely 
adequate, and it would seem advisable therefore to consider 
wherein the reports relating to most of our street-railroad securi- 
ties fall short of the demands of the time, and wherein the 
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interests of the investing public might be more distinctly 
safeguarded. 

It is customary with most street railroads to magnify the 
value of the franchise urder which they are allowed to operate; 
and yet within the writer’s experience it is utterly impossible to 
establish any uniform basis of appraisement for something which 
in most instances has been secured by the issue of a nominal 
amount of stock, judiciously distributed amongst a select com- 
mittee of sophisticated vote manipulators, and the instrinsic 
value of which has been only occasionally tested in such cities 
as Philadelphia and Chicago, and under conditions which have 
been affected more or less by extraordinary influences, political, 
municipal, or otherwise. 

It is to be considered also that the slovenly inethods of our 
civic legislators have not been noted heretofore for precision in 
defining the rights and privileges, which under the designation 
of a franchise conveyed much more than a license to operate. 
Frequently they have been found to be distinctly detrimental to 
the community through whose streets a heavy traffic has been 
developed in order to carry suburban and non-tax-paying citizens 
from one center of population to another. It will be understood, 
however, that while the franchise values are almost invariably 
used as a basis for stock issues, and such stock has been fre- 
quently subjected to the manipulation of the past-masters of high 
finance, it is not seriously considered that the investing public is 
at any time much interested therein. The securities which are 
likely to prove most attractive and are most readily disposed of by 
the contractors and underwriters are bonds in the form of a first 
mortgage, with definite and distinct conditions governing their 
issue, currency and term, and almost invariably bearing the 
name of some well established trust company, under the super- 
vision of whose counsel all the necessary provisions have been 
made to establish the confidence of the individual investor. 

Leaving the franchise out of account, does the value of the 
property cover safely the outstanding indebtedness? In the 
usual preliminary stage, no! But as soon as the road is ready to 
handle traffic and the management has been committed to direct- 
ors and officers whose entire time and attention are henceforth 
devoted to actual operation, it is very exceptional for an honestly 
conducted enterprise in the form of a street railroad in an average 


94 









Street Railway Securities—A Symposium. 


American community to be brought to default in meeting its 
bonded obligations, and the investor who will exercise due dis- 
cretion in purchasing this class of securities can ordinarily rest 
assured that the principal of this bond will be repaid to him when 
due and that the coupons representing the agreed rate of interest 
can be cashed with every certainty of being promptly met. 

The accounting methods of street railway companies have 
been for some years past conducted on fairly satisfactory lines, 
and the accounts as a general rule are arranged with so much 
uniformity that statistical information is readily obtainable, and 
the comparative statements which can be made up from the 
operating reports approximate very closely in method and detail 
to those of the ordinary steam railroad. Various journals are 
published which are devoted exclusively to street railroad sub- 
jects, and which keep the officers well informed of all matters of 
general interest pertaining to construction, equipment, and opera- 
tion, throughout the country. Any general economy which has 
been evolved successfully in one community is quite sure to be 
adopted in another as soon as the correlative facts have been 
proved to be in accordance with local conditions. In addition the 
conventions of the accounting officers which are held annually 
afford opportunities for an exchange of ideas which are con- 
ducive to constant improvement, and it is safe to say that the 
class of men who have come to be identified with the financial 
departments of our street railroads at the present time are very 
much above the average, both in knowledge and in practical ap- 
plication of the best principles of high class accounting. 

Depreciation provisions in the accounts of street railroad 
companies may be said to be ignored more frequently than they. 
are considered and provided for. This, however, is because the 
officers argue that as all items relating to repairs and maintenance 
are amply covered by direct charges against revenue, and the 
roadway and equipment are kept up to the standard demanded for 
successful operation, an additional charge to Profit and Loss for 
an estimated depreciation each year, while admittedly scientific, 
is not to be determined with sufficient accuracy to be dealt with 
satisfactorily. 

In some instances within the writer’s knowledge, however, 
allowances for depreciation have seemed to be excessive, and 
suggested ulterior motives in relation to some particular faction 
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of stockholders whom it seemed desirable to dispossess of their 
interests. In connection with the smaller enterprises whose 
operation extends to furnishing electric light and power in excess 
of the necessities of the transportation branch, it is the custom 
more frequently to allow a reasonable depreciation upon the value 
of the machinery, the power houses and the lamp-line equipment 
generally. It is doubtful, however, whether the general public is 
sufficiently educated on the subject of proper depreciation reserves 
to cause its opinion of the value of any securities to be affected 
by this element of the accounts. 

The practice of most of our street railroads would seem to be 
reasonably conservative, bearing in mind that the developments of 
the past few years have not been conducive to the evolution of 
conservative men of affairs in any present line of business. The 
necessities of the extension of trackage and the marked im- 
provement in the character of the equipment required to operate a 
modern street railroad system, have vastly broadened the field; 
and there is no doubt that the expenditures for rights of way and 
expensive terminal facilities have not been without effect in 
changing the directors’ and managers’ point of view, as it would 
seem to us, unfavorably in certain distinct instances. At the 
same time, so long as there remains apparent a disinclination to 
provide comfortable and well-equipped cars for the public until 
absolutely compelled, a certain kind of conservatism exists which 
may or may not be commendable, but is at least characteristic and 
obvious in many communities. 

In the absence of competition from other means of trans- 
portation the street railroads seem to care very little for public 
sentiment. An exception may be found in the case of a road 
that is semi-rural and on which the travel is largely for pleasure. 
Such a road is anxious to attract persons who are not forced to 
patronize it, and will therefore do everything it can to accom- 
modate its passengers. The only effect this has on the securities 
of the company arises from the increased net profits, which is 
purely the business side of the subject, and “ there is no sentiment 
in business.” 

It is usual to furnish some form of annual statement to stock 
and bond holders, but whether it is trustworthy or not depends 
upon the person who makes it up. The experience of public 
accountants is that they are generally made to appear as favor- 
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able as possible, and the figures upon which they are based re- 
quire to be carefully analyzed before the more significant con- 
clusions usually set forth can be said to be justified by the facts. 
Very few roads publish the certificates of public accountants 
of recognized standing; largely because the holders of the stocks 
and bonds are not sufficiently conversant with the value of such 
an attestation of the amounts as to demand that this should be 
had. While it is the practice of some bond dealers to require an 
examination of the accounts by a professional accountant before 
undertaking the flotation of a bond issue, others do not demand 
it, as they claim that they can sell the bonds without it. 

Internal mismanagement is possible in every enterprise, but 
until the stockholders of our street railroads require disinterested 
audits and investigations to be made by certified public account- 
ants, it is not to be expected that the officers of the company will 
feel called upon to invite any more searching inquiry than is 
thought advisable from their own standpoint. The investing 
public has not as yet been brought to understand that the safest 
basis for an investment is to be found in the certificate of a 
reputable public accountant, and while in its first inception an 
issue of bonds by a street railroad may be entirely satisfactory, 
it is possible to deflect earnings and render the provisions of a 
sinking fund nugatory by methods which are within the ex- 
perience of the legal and accounting professions, but are not 
matters of general knowledge. 

It may not be inopportune to say that the deplorable con- 
ditions which have been for so many years past agitating factors 
in Chicago, are abnormal in every respect, but it is not apparent 
that the lesson to be learned from the financial jugglery therein 
displayed has even yet been final in its impression. The un- 
fortunate stockholders and the disgruntled security holders were 
in the habit of accepting statements of earnings and expenses 
without requiring any disinterested verification of the report to 
be made; and while the average investor will not buy a piece of 
real estate without having the abstract of title carefully ex- 
amined, he will probably continue for a few years longer to 
purchase stocks and bonds without availing himself of the 
equivalent precaution afforded by the certified public accountant’s 
preliminary examination and report. 
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Street Railway Bonds as Investments. 
A Comparison with Steam Railroad Bonds. 
By Herpert G. STOCKWELL, C. P. A. 


In considering the value of street railway bonds as an invest- 
ment it is natural to associate them for the purpose of compari- 
son with steam railroad bonds. Undoubtedly there exists in the 
minds of investors a preference for steam railroad bonds. In 
fact, leaving out government and municipal bonds, the natural 
order of desirability of investment is: first, steam railroad bonds ; 
second, street railway bonds; third, other public service bonds, 
such as gas, water, electric light, etc.; and fourth, general 
industrial corporation bonds. 

On the New York Stock Exchange there are listed 678 steam 
railroad and 44 street railway bonds. In Philadelphia there are 
listed 152 steam railroad and 58 street railway bonds. The list 
in Philadelphia duplicates some of the bonds listed in New York. 
Of the steam railroad bonds in New York, on a day selected at 
random, there appear 141 quotations of the 4%, 17 of the 4%%, 
147 of the 5%, 78 of the 6%; of the street railway bonds on the 
same day there were 9 quotations of the 4%, 2 of the 44%2%, 11 of 
the 5%, and 1 of the 6%. The average market value as 
determined by these quotations on this particular day was as 
follows: 


Steam Street 

On the New York Exchange. ............... 4's 93 86 
44's 93 81 

5's 108 97 

6's 117 104 

On the Philadelphia Exchange. ............. 4’s 97 87 
5's 101 89 


While there are many things which enter into the market 
price of bonds, such as length of time they have to run, activity 
of transactions, whether or not price includes accrued interest, 
whether registered or coupon, whether free of tax, and so on, 
the average seems to show that street railway bonds as a class 
are less desirable as an investment. 
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Taken by themselves the stock market indications of one day 
and one market would not be sufficiently conclusive to furnish a 
general guide for investments. It is, however, a matter be- 
yond doubt that as a rule the investing public prefers the steam 
railroad to the street railway bonds. There are many reasons 
why this preference exists. Examination of the subject shows 
that some of the reasons are substantial as applied to individual 
roads, but are not sound as applied to others. Further inquiry 
shows that at least some of the undesirable features, which appear 
to exist, have in the past formed objections, but at present are of 
no real importance. The points of difference between the two, 
which have doubtless influenced the investor, form interesting 
subjects of study for any inquirer. 


EMINENT DoMAIN. 


The “right of eminent domain” is the power to take private 
property for public uses. This power is inherent in every State, 
and may be delegated by the State to corporations. The steam 
railroads have this right in all States, and its principles as applied 
to steam roads have been well settled. As a general rule the 
right of eminent domain is not conferred upon street railways, 
although there are some exceptions. After a charter has been 
granted to a street railway corporation, its effectiveness is usually 
dependent upon the consent which must be obtained from the 
local municipal, borough, or township authorities. 

In Pennsylvania, where there are 238 street railways report- 
ing to the Secretary of Internal Affairs, the right of eminent 
domain is not granted to street railways. A bill recently passed 
by the Pennsylvania legislature enables street railways to construct 
their roads through townships along the public highways, pro- 
vided they obtain the consent of the owners of 51 per cent. of the 
total number of feet along the road they propose to occupy. 


TAXATION. 


The amount of taxes and the method of imposing them on 
street railways are very different in the different States. The 
regular tax on corporate properties, such as is levied on other 
corporations, would consist of the tax on capital stock, which in 
Pennsylvania amounts to five mills on the dollar of the actual 
value, and the tax on the gross earnings, which in Pennsylvania 
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is eight mills on the dollar for business done wholly within the 
State. In addition to the regular taxes, there are imposed upon 
the street railways by local authorities, license fees and other ex- 
penses based upon two distinct ideas. One is that of regulating 
and controlling the business of the street railway, the authority 
being derived from the general police power. An illustration is 
a fixed license upon each car, as for instance in Philadelphia and 
New York, where the annual license fee of $50.00 for each car is 
collected. The other idea is that of compensation to the people 
in return for the granting of the franchise or for consent to 
operate the road on the public highway. An illustration is the 
burden of paving streets. In some cities the entire street must 
be paved by the street railway, and in others only that portion of 
the street occupying the space between the tracks. 

The published reports of railways do not show separately the 
kind of taxes imposed. It would appear from the latest summary 
of the railroads, steam and electric, published by government de- 
partments, that the street railways suffer by far the heavier burden 
from all kinds of taxes, the percentage of taxes to the gross 
earnings being 54% per cent. for street railways as compared with 
about 3 1-20 per cent. for steam railroads. In the case of some 
electric roads this extra expense is capitalized and charged up 
under the head of “ franchise,” but ordinarily it is considered as a 
tax payable out of earnings. Steam railroads are not generally 
subject to the local license fees or regulations, and are not 
ordinarily liable to municipal assessments. 

Certain of the older railroads, chartered under separate acts 
before the general corporation laws were in existence, are ex- 
empt from the capital stock taxation until their net earnings 
reach a certain percentage, as for instance, in the case of the 
Philadelphia and Erie R. R. in Pennsylvania, which is exempt 
from capital stock taxation until its net earnings equal 6 per cent. 
of its capital stock. The case has been before the courts, and it 
has been held that this exemption amounts to a contract right 
which could not be impaired by the later corporation laws. 


REGULATION. 


At the present time both kinds of railways obtain their char- 
ters under substantially similar methods provided by the gen- 
eral railway corporation laws. The street railway charter merely 
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grants it a right to exist as a corporation, which right is in a 
sense a franchise; but the real franchise under which a street 
railway corporation operates as a practical public utility is derived 
from the consent of the local authorities. In cities or boroughs 
this right may be acquired from the municipal government 
through an ordinance or resolution and no further consent need 
be obtained; but in the rural districts which are governed by 
township authorities, in addition to obtaining the consent of the 
local government the consent of each abutter on the highway 
must be obtained before tracks may be laid. Of course a street 
railway may purchase a private right of way from the owners; 
but as a rule this is a very expensive process in the Eastern 
States, as the price of the land usually enhances in value as 
soon as it is known that the construction of a trolley road is in 
contemplation. In the Western States, however, and particularly 
in the Middle West, the electric railroads have advanced in the 
estimation of the public to such an extent that the farmers in 
many cases gladly welcome the entrance of the road into their 
territory; and it is not infrequent that a cash bonus or other 
inducement is offered to stimulate new roads to build or existing 
roads to branch out and enter new fields. As a result Western 
electric roads in point of stability and efficiency of service rank 
much higher than the average Eastern road. Many of these 
roads own a private right of way 100 feet wide, with roadbed 
equipped and ballasted as well as any steam road. 

On one road the cars are 62 feet long, furnished like Pullman 
parlor cars with passenger compartments, upholstered in plush, 
supplied with café where light meals may be obtained, smoking- 
room upholstered in leather, baggage room and toilet room. 
Even the ordinary coaches are larger than the cars usually seen 
here and will compare favorably with steam railroad coaches. 
The speed of the trains, running as they do upon their own well 
ballasted roadbed, nearly, if not quite, equals that of the steam 
road; and the general popularity of the trolley is much greater 
than in the East, where its entrance upon the public highway is 
very often looked upon as an invasion rather than a development 
or evolution. 

The Eastern street railway people, especially those who 
operate inter-urban roads, would do well to consider the ultimate 
advantage of the ownership right of way as compared with the 
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occupation of the public highway. The possibility of increased 
speed, less number of stops, comparative freedom from accident, 
elimination of heavy grades, are matters which should receive 
their attention. Besides these advantages of operation, one very 
important gain would accrue in the actual ownership of the right 
of way, and that would be the enhancement in its financial stand- 
ing. The assets of the corporation, including as they would the 
actual ownership in fee of the land, would be much more stable. 

Furthermore, the inter-urban roads operating on their own 
property would be less subject to local hindrance, and would be in 
a position to enter more actively and aggressively into competition 
with the steam roads. 


PuBLISHED REPORTS. 


The Street Railway Accountants Association of America 
adopted in 1899 a system of accounting which, if followed by the 
railways generally in their books and in published reports, would 
give to the investors adequate information regarding the real 
value of the assets represented by the securities and the true 
earning power of the corporation. 

The railways in Pennsylvania are required to make their 
reports to the Department of Internal Affairs upon a form which 
is furnished by that Department upon application. 

The last reports made to the Secretary of Internal Affairs 
show that the classification has not been adhered to strictly. Of 
the 238 railways reporting to the department ten corporations 
only reported the items of Right of Way, Franchises, etc., 
separately. Designating these roads for convenience, A, B, C, 
etc., they report as follows: 


A “Property and Franchises Acquired,” $1,085,000; “ Construction 
and Equipment,” $379,000; Total Assets, $1,606,000; Capital Stock, 
$500,000; Funded Debt, $750,000. 

B “Franchises,” $197,000; “Construction and Equipment,” $289,000; 
Total Assets, $578,000; Capital Stock, $299,000; Funded Debt, $250,000. 

C “Right of Way and Franchises,” $101,000; “Construction and 
Equipment,” $105,000; Total Assets, $238,000; Capital Stock, $100,000; 
Funded Debt, $100,000. 

D “Right of Way, Franchises, etc.,” $1,000,000; “Construction and 
Equipment,” $673,000; Total Assets, $1,742,000; Capital Stock, $1,000,000; 
Funded Debt, $500,000. 

E “Road and Franchises,” $400,000; “ Construction and Equipment,” 
$393,000; Total Assets, $854,000; Capital Stock, $400,000; Funded Debt, 


,000. 

F “Property and Franchises Acquired,” $4,292,000; “Construction 
and Equipment,” $2,900,000; Total Assets, $15,000,000; Capital Stock, 
$5,000,000; Funded Debt, $5,300,000. 
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G “Cost of Plant, Franchise and License,” $266,000; no “ Construc- 
tion and Equipment” items are reported, the main item being “ Stocks and 
Bonds of other Companies,” $1,693,000; Total Assets are $1,994,000; 
Capital Stock, $1,250,000; Funded Debt, $735,000. 

H “Property,” $1,027,000; “Construction and Equipment of Leased 
Lines,” $380,000; Total Assets, $1,661,000; Capital Stock, $1,000,000; 
Funded Debt, $445,000. 

I “Franchises,” $102,000; “Construction and Equipment,” $210,000; 
Total Assets, $414,000; Capital Stock, $250,000; Funded Debt, $164,000. 

J “Franchises and Right of Way,” $100,000; “Construction and 
Equipment,” $86,000; Total Assets, $203,000; Capital Stock, $100,000; 
Funded Debt, $100,000. 


It will be seen from the above that the cost of the right of 
way and franchises in these reports constitutes a very large pro- 
portion of the total assets. It is noticeable that in a number of 
them the value at which the franchises are carried equals the 
amount of capital stock, while the construction and equipment 
account is stated separately and is partially offset by the funded 
debt. 

It would not be wise to assume, without an inspection of the 
books, that the entire capital stock in such cases has been issued 
for “ franchises.”” Furthermore, it does not follow that these ten 
street railways reporting franchises, right of way, etc., separately 
are the only roads which have charged on their books large sums 
for such items. On the contrary, it is more than likely that many 
such items as “ franchises” are included in the general account 
“construction and equipment,” the details of which are not pub- 
lished. While there are numerous instances of railway organiza- 
tions in which very little of the capital stock was issued for other 
than cash or property, there are, on the other hand, many cases 
in which the entire capital stock has been issued to the promoters 
of the road or as a bonus to bondholders. 

It must not be supposed that the steam roads are entirely 
free from over-capitalization of this sort. An inspection of the 
published reports of the 166 steam railroad corporations operating 
wholly or partly in Pennsylvania and reporting to the Department 
of Internal Affairs, shows only one in which such items as 
franchises, right of way, etc., are separately stated. In this one 
the “ right of way” is $27,000, the cost of road and equipment, 
$298,000 and the total assets, $390,000. In one other road the 
cost of the charter is set out separately as $209.79. The cost of 
the charter and franchise is as a rule insignificant. In many cases 
franchise account is obliged to stand a great burden not belonging 
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to it, due in some instances to the practice of charging promoters’ 
profits to these accounts. 

Secretary Brown in his very interesting report on steam 
railroads says: “To what extent steam railroad corporations 
have been over-capitalized in Pennsylvania is by no means easily 
ascertained. Indeed, any percentage representing fictitious 
capitalization would be mere conjecture.” 

It is quite probable that the steam railroads as a class upon 
critical examination would show an equally large amount of stock 
issued for other purposes than actual assets. But many of the 
steam railroads, having been in operation for many years, have 
gradually effected an adjustment of their excessive capital account 
by charging to operating expense items which might have been 
capitalized, had the original book value of cost of road been 
carried at no more than the cash value. In this way some, if not 
all, of the differences between the original capital value and the 
actual property value of the road has been eliminated. In one 
railroad it is stated that in the past ten years from $3,500,000 to 
$4,000,000 have been charged to operation which have, strictly 
speaking, been devoted to additions and betterments in the road, 
increasing the effectiveness of operation. 

One of the very difficult questions in accounting, in both 
steam railroads and street railways, is the determination of the 
character of charge for renewals and betterments, whether the 
track or equipment purchased is properly chargeable to cost of 
road or whether it is strictly a maintenance charge. The ad- 
mitted difficulty of the question in many cases is taken advantage 
of by railway directors in increasing or decreasing the earnings 
according to the exigencies of the times. 

The earnings and operating expenses, if classified uniformly, 
according to the street railway accountants’ system and pub- 
lished as reported, would furnish facts from which an intelligent 
understanding of the result of the operation of any road would 
be easily acquired. But the published reports of the State De- 
partment do not show sufficient details. Many of the older steam 
railroads print for circulation very full reports. A series of these 
reports covering a period of several years would furnish facts 
from which an intelligent inquirer could form a very clear idea 
of the condition of the property and its earnings. 

Street railways as a general rule have not yet arrived at the 
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point at which they are ready to furnish details. There are some 
exceptions, of course, but the financial struggles of many of the 
street railways have undoubtedly caused the withholding of 
detailed reports which might contain unfavorable facts. 


LACK OF STANDARDIZATION OF EQUIPMENT. 


The comparative infancy of the electric road has prevented 
the general adoption of as complete a standardization of track 
and equipment as steam roads possess. If the equipment of the 
steam roads should be sold under a foreclosure of car trust 
certificates the chances that other roads would purchase the equip- 
ment of the steam road would be considerably greater than in 
the case of a sale of trolley equipment, which in one road may 
be very different from tat of another. 


FREIGHT. 


One of the large sources of revenue for a steam road is de- 
rived from freight hauled. While granting the power to street 
railways to carry freight has been adopted by several of the 
States, it has not yet become a universal custom. In Pennsyl- 
vania at this present session a bill permitting the carrying of light 
freight by suburban electric roads has been passed which will 
tend to increase the popularity and usefulness of the electric roads 
for people residing near the large towns. Farmers may send 
their produce to market and receive back light articles of mer- 
chandise on which previously they would have had to pay express 
or higher steam road freight charges. 


Pusiic BETTER ACQUAINTED WITH STEAM RAILROAD SECURITIES. 


Many of the steam railroad corporations whose bonds are on 
the market and readily purchased have passed through the pre- 
liminary stages of financial difficulty; others have been reorgan- 
ized and placed on a sounder basis. The financial history 
connected with the roads has been before the public to such an 
extent that investors are comparatively well acquainted with the 
character of the road back of the bonds. Few of the total num- 
ber of electric roads have as yet passed through much more than 
preliminary stages. In many cases the electric roads have been 
built so recently that it is impossible to foresee whether or not 
they will be a success. 

Twenty years ago in Pennsylvania the amount of capital in- 
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vested in street railways was only one-seventh of the amount 
invested at the present time in the 238 corporations with 
a total capitalization of over $183,000,000. Of the 67 roads 
in existence twenty years ago all were operated by horse power, 
excepting a few which were propelled by cable. There were 
no electric cars in Pennsylvania at that time. The wonderful 
change in the condition from that time to this, when the power 
used almost exclusively is electricity, is sufficient to show the 
remarkable evolution which this branch of transportation is 
undergoing; and it has not yet reached a sufficiently settled 
state to form an equal attraction to the steam railroad as an 
investment. 

One of the obstacles to the popularity of street railway bonds 
is the fact that in few States are the savings banks authorized by 
law to invest in them. Many careful investors in choosing bonds 
follow the lists adopted by the State government. In New York, 
where large sums of money are invested either by residents or 
by agents for outside capital, the savings banks may invest in 
steam railroad bonds under certain restrictions, but not in street 
railway bonds. It can easily be seen that where financial advice 
is given to choose from the list of securities which a savings 
bank may purchase, if the electric roads are not included in the 
list and steam roads are, the advantage in popularity would be 
greatly in favor of the steam roads. This is, however, not true 
in all States. Massachusetts, for example, allows investments 
in street railways. 

Street railway officials look upon depreciation as a subject un- 
necessary for consideration. As a rule very little attention is 
paid to depreciation as a definite sum to be charged out of the 
earnings. It is claimed by railway people generally that the cost 
of renewals of track and equipment, if charged to maintenance 
account, takes the place cf any depreciation that could be properly 
charged. Steam railroads are in advance of the street railways in 
regard to depreciation. Some of them create depreciation funds, 
consisting of investments of money set aside from the profits each 
year. It would be better, from an accountant’s point of view, if 
all railways, whether steam or street, would consistently appro- 
priate a proper proportion of the earnings to take care of wear 
and tear. 

The principle of making proper provision for depreciation is 
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useful for two reasons: first, the real earnings of each year may be 
ascertained; and, second, when the time arrives to replace the 
worn-out equipment, the cost thereof will not have to be deducted 
from the profits of the year in which it is finally removed and 
replaced. 


COMPARISON OF CAPITALIZATION, EARNINGS, AND EXPENSES. 


The capitalization per mile is another important element to 
be considered in determining the value of an investment. The 
Bureau of the Census in its last report on street railways prepared 
statistics showing the amount of outstanding capital stock, both 
preferred and common, and mortgage bonds of all descriptions 
making up in total the capital invested. The aggregate is stated 
at $92,114 per mile of track in street railways and $36,000 per 
mile of track in steam railroads. It will thus be seen that the 
street railways have a capitalization over two and a half times 
greater. 

The Director of the Census states in his report that it is im- 
possible to obtain accurate information as to the actual amount 
which has been spent in the equipment of street railways, and that 
the item of cost of construction as carried on the books and 
balance sheets in most cases gives no idea whatever of the cash 
investment. He says that the intervention of construction com- 
panies composed of the promoters of the railways has in many 
cases rendered book values of properties misleading, and further- 
more that some of the great railways now existing have been 
built up by combination and re-combination. The cost which a 
company enters on its books when it buys another system is the 
amount of cash or securities which it has paid for the going 
concern. This amount is based on the earning capacity, largely 
if not wholly irrespective of the original cost. Records of cost 
of the absorbed companies are no longer accessible, and even if 
they were they would probably not show the actual investment. 
But these over-capitalizations are now largely things of the past. 
The condition of finances whereby the promoter of street rail- 
ways made enormous profits in the issue of stocks and bonds is 
changing, and very few bankers to-day will listen to the old time 
proposition of the promoters by which all of the capital stock and 
part of the bonds were offered to the banker for enough money 
to make a start on the actual construction of the road. 


107 








The Journal of Accountancy. 


The report of the Secretary of Industrial Affairs for Penn- 
sylvania for the year 1905-06 shows that the number of passengers 
carried by the steam roads for the year 1906 was 297 million 
while the street railways carried 949 million passengers. The 
revenue produced from this business was for steam railroads 
$139,000,000 (for passenger business only) and for street rail- 
ways $41,000,000. There has been invested in the steam rail- 
roads operating wholly or in part in Pennsylvania for cost of 
roads and equipment $2,836,000,000 and for street railways for 
construction and equipment $140,000,000. The total mileage of 
the steam railroads was 29,678 miles and of the street railways 
3,325 miles. 

The immense amount of money invested in steam railroads as 
compared with street railways in itself furnishes one of the most 
important reasons for the preference for steam railroad bonds. 
As has been shown most of the large steam railroad bonds are 
dealt in actively on the exchange and quotations appear daily in 
the newspapers. The investors know more about the steam rail- 
road securities and have more confidence in them by reason of 
that knowledge. The tide of popular appreciation may be ap- 
proaching a turning, and it behooves a careful and yet far seeing 
investor to look into the electric railway situation carefully. 

In this connection an inspection of the average amount re- 
ceived from passengers on the different steam railroads for the 
year ending June 30, 1906, furnishes an interesting subject for 
consideration in connection with the suburban traffic. According 
to the official report referred to the 


SR ee Ee Te TT, received 48 cents per passenger 
Pennsylvania Company.............. - Riis “ 
Reading CCRC SCHERER ORO OS RESEE OE HS og 20 “ “ “ 
Bemmenewe G GIS. ....o50 0c sccsccsces ss x *.* “ 
Lake Shore & Michigan Southern..... a 1.09 “ “ 
Mo alt Cee vicar ea Sn. wl Zio a, dae = 36 “ “ os 
Delaware, Lackawanna & Western.... " el “ 


It would appear that those of the above whose average re- 
ceipts are comparatively low are engaged in more suburban 
traffic than those whose averages are high. The large number of 
short hauls which would naturally result from increase of 
suburban travel has brought down the average receipts per 
passenger. 
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ELectric RAILROADS INCREASING IN POPULARITY. 


Steam railroads in the past have not been friendly to the com- 
petition of the electric roads, especially in the suburban traffic. 
Their hostility has tended to prevent in the past favorable legis- 
lation which otherwise might have been passed. To a larger ex- 
tent, however, this is becoming of little force. The steam roads 
have realized that their proper function is to take care of long 
distance hauls, and they are not looking with disfavor on the 
drifting of short haul traffic toward the electric roads. 


In considering the question of electricity as a power it must 
be taken into consideration that all of the larger steam railroads 
have for years been studying the subject of electrifying their 
roads for suburban travel. The Pennsylvania Railroad is operat- 
ing a line from Camden to the Shore by electricity, the New 
York Central and the New York, New Haven and Hartford are 
both operating suburban lines, and at Wayne Junction, Phila- 
delphia, there is a large plot of ground, now beautifully decorated 
with flower beds, that has been reserved by the Reading ex- 
clusively for a power house which they know must be built in 
the near future. 


It is a matter of common knowledge among railroad men 
that electricity is the coming power for short hauls and fre- 
quent stops. The tendency in improving steam railroad equip- 
ment is to increase the size of the engines and the number 
of cars to a train which necessarily produces fewer stops and 
fewer trains. This seems to be inevitable and is, of course, un- 
favorable to local traffic, requiring as it does more frequent stops 
and more frequent trains. The essence of the superiority of the 
electric power over the steam seems to lie in the fact that it 
enables a train to get under way more quickly and that it can be 
operated at less cost. The General Electric Company issues a 
statement in which a comparison between two trains of the same 
capacity is made, and in which it is shown that the steam railroad 
costs 34 cents per train mile, while the electric railroad costs 
only 21 I-5 cents per train mile. 

In recent reports, as published in the Financial Chronicle, the 
operating expense of ten steam roads was 68.8% of the gross 
earnings, while that of five street roads was 55.6%, in both cases 
the expenses being taken before taxes were deducted. In the last 
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summaries of all the roads for the United States the operating 
expense of the steam roads was 67.7%, while that of the street 
railway was 57.5%. Thus it will be seen that the operation of 
electric roads at the present time is much cheaper than that of the 
steam roads. 

During the last twenty years the electric railroads have com- 
pletely changed their equipment more than once, so that to-day 
there is very little left outside of the charter and franchise of the 
original assets of the original roads. The steam railroad will for 
many years be the means of transportation for long distances, 
but it is only a question of a few years before electric power will 
supersede steam in suburban traffic. 

While the steam railroads have been in the ascendency for 
the past ten years the electric street railways, especially for 
suburban traffic, have been increasing more rapidly. Steam 
railroad officials have admitted that they are only waiting to see 
what substitute can be provided for the deadly third rail, before 
adopting electricity as a means for handling suburban traffic, so 
that while there are many reasons at the present time for prefer- 
ring steam railroads as an investment, the indications are that 
these reasons will very shortly disappear and both will ultimately 
be nearly on a par. 

The fact that electric power is cheaper than steam, as shown 
by the table of relative cost, is an important element in operation. 
No competition can be ultimately successful against the cheaper 
power. The operating expense averages of the street railway 
reflect this in the comparison of percentage of expense to 
earnings. 

The power is more directly derived from nature. It is ac- 
cumulated at a central power house and transported to any point 
within reasonable distance. Beyond a certain distance the steam 
power seems to have the advantage in the present stage of 
scientific development. But for city and inter-urban transporta- 
tion the indications point to the rapid assumption of the suprem- 
acy of the electric power. With the increasing use of the 
trolley or third-rail railway the public will become better ac- 
quainted with its bonds, and the organizers will be compelled to 
finance undertakings upon sounder principles. Furthermore, the 
railway officers themselves will find it wise to treat their patrons 
with all possible consideration. 
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With the increase in efficiency and thus in popularity, all 
hostile attitude resulting in adverse ordinances will fade away, 
and the electric railway will be recognized as a permanent factor 
in the development of civilization. 

Not the least remarkable testimony in favor of the electric 
suburban railway is the prediction of a trained steam railroad 
official who said that within ten years all passenger traffic within 
twenty-five miles of any large terminal will be transported by 
electric power. Do not all the indications point to an ultimate 
fair division of the transportation business between the steam and 
street (including suburban) railways and the increasing 
desirability of the street railway bond as an investment? 

The electric current is a power, the ultimate development and 
use of which no man can foretell. It is the most fascinating and 
elusive thing in the material world. The mind of the thoughtful 
engineer in considering the various phases of the problems of 
collecting and distributing this power is brought close to the inner 
walls of the treasure house of nature. 
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The Credit Man. 


By James E. Hacerty, Ph. D., 
Professor of Economics in Ohio State University. 


The credit man, like many of the leading factors of to-day, 
came into prominence as one of the inevitable consequences of 
expansion of trade and concentration of industry. Before the 
traveling salesman evolved, the areas of trade occupied by the 
jobber and manufacturer were comparatively narrow. The mer- 
chant visited the house, made his purchases, and, after a face to 
face meeting of buyer and seller, the terms of payment were ar- 
ranged. When the merchant ceased to visit the jobber and manu- 
facturer, the simple way of arranging payments was abandoned. 
The traveling salesman now stands between the jobber or manu- 
facturer and the retail merchant, while the commercial agency is 
one of the chief sources of information on the credit standing of 
the retailer. The territory over which the manufacturer and 
jobber transact business has been greatly extended, and much 
has been gained in the rapidity of business methods. The rapid 
means of transportation, the lowering of the charges of shipping, 
and the improvements in communication have all been responsible 
for this enlargement of markets. 

These changes have introduced the credit department into all 
large jobbing and manufacturing houses. The head of this de- 
partment, after he has made a careful investigation of the con- 
cern seeking credit, is intrusted with the task of approving or 
rejecting all its orders for goods. To him is intrusted also the 
duty of watching all accounts—of collecting them when due or of 
extending the time as the conditions seem to warrant. In all 
houses not of sufficient importance to have a regular credit de- 
partment the work belonging to such a department is carefully 
managed by other departments. 

The purpose of the credit man is to keep the percentage of 
losses at a low point. To do this not only must he exercise excel- 
lent judgment in granting credit, but he must be a good collector. 
A low percentage of losses is not necessarily the criterion of the 
credit man. He who refuses all orders except from those houses 
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whose standing is known to be absolutely reliable drives away 
much profitable trade. So he is compelled to give credit to a 
class of merchants whose credit standing is not of the best, but 
upon whose trade the profits exceed the losses. It is upon orders 
from such a class that he must repeatedly exercise his judgment 
as to whether the probabilities of profit exceed those of loss. The 
other part of his task lies in the application of skill in collecting 
accounts. Vigor and persistence in following up delinquent 
debtors and tact in handling them are requisites for every 
successful credit man. 

In order to accomplish these things successfully the credit 
man must be in possession of a very broad range of facts. He 
relies upon several, sometimes all, of the following sources of 
information: reports of commercial agencies, the traveling sales- 
man of the house, the attorney of the house, an attorney in the 
community of the dealer, the debtor’s banker, firms with whom the 
debtor has dealings, and the statement of the debtor. All these 
means of procuring information are open to the credit man, and 
he uses them as conditions warrant. 

The credit man must be familiar with the laws regarding in- 
debtedness in the states in which his firm deals, and must know 
exactly the methods of procedure under the National Bankruptcy 
Law. In deciding upon terms of contract, the laws of the state 
must not be violated. Houses often fall into endless difficulties be- 
cause, not having adequate knowledge of the state laws concerning 
indebtedness, they initiate illegal procedures for the collection of 
debts. A knowledge of the laws of the states is of value, not 
only in making terms of payment, but also in assisting the col- 
lector to determine upon proper methods of procedure. If the 
business methods and customs of states and localities differ, the 
credit man must be cognizant of these facts, and must understand 
thoroughly the business peculiarities, if any exist, in each locality 
in which his firm has business dealings. 

He must be familiar with the local, industrial, and competitive 
conditions upon which the success of the merchant depends. 
What need is there for such an institution in the city or the part 
of the city where the merchant is located? Is the competition in 
the debtor’s line very severe, or is he located in a splendid field 
for his business? It is very generally believed that department 
store and branch store competition, and the competition of 


113 





ee, i ee 
Se ee ae 7 


A RO IN A 


ae 


ee IF 


a a 











The Journal of Accountancy. 


merchants who purchase collectively in some cities, make the 
existence of certain classes of dealers precarious. In certain 
cities these competitive forces act more strongly in certain lines 
than in others. These are factors which must be taken into 
account by the credit man in giving credit. 

Furthermore, the industrial character of a community has 
much to do with the probability of success of the dealer. If the 
community is conservative, the likelihood of the dealer’s being 
able to pay his debts is much greater than if it is not. However, 
there is much less probability of great success in such a com- 
munity than in one of a different type. If the merchant lives in 
a manufacturing city and his customers are to a large extent 
wage-earners, his ability to pay will often depend upon the con- 
tinuous employment of wage-earners. The character of the 
industries of a city with respect to furnishing continuous or 
intermittent employment exercises much influence upon the deal- 
er’s ability to pay, and over this influence he has little control. 
If the wage-earner is not furnished continuous employment he 
cannot pay his store bills regularly. 

If the dealer lives in an agricultural community or if he de- 
pends directly on agricultural custom, crops and prices are im- 
portant items to be considered. In such places there is always 
a close association between crops, prices, and trade. If crops are 
poor or prices are low, the farming trade falls off heavily. This 
is strikingly true where the dealer does not handle the necessaries 
of life. But whether necessaries or luxuries of life are handled, 
more credit is sought under these conditions than when prices 
are high and crops are good. The general welfare of the com- 
munity has much to do with the character of the goods consumed, 
but this is a problem with which the credit man is concerned only 
in so far as it permits him to judge of the purchasing ability of 
the merchant seeking credit. 

The certainty of the ability of the merchant to pay is meas- 
ured, everything else being equal, by the character of the cus- 
tomers—whether regular or transient, whether made up of the 
wealthy, middle or lower classes. Transient customers are more 
likely to pay cash. However, if credit is given, the percentage of 
loss is greater with transient than with regular customers. Losses 
are greater upon the less well-to-do than upon the middle and 
upper classes. All these are factors which the credit man takes 
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into consideration in estimating the ability of the debtor to meet 
his obligations. 

The credit man acquires also a knowledge of the character of 
the particular industries seeking credit. He must know the 
capital required for a given business, its running expenses, and 
the line of credit that ought to be carried under the given indus- 
trial conditions. From his knowledge of these things he judges 
the safety of the business which the merchant is conducting. 

One drawback to success is the absence of bookkeeping and 
the inadequacy of accounts that merchants keep, to show the exact 
status of their business. Many failures can be traced to these 
causes alone. Merchants frequently do not know from their 
books whether their business is profitable or unprofitable until it 
is too late. Good bookkeeping is, and ought to be, an excellent 
aid in revealing wherein success or failure lies in business 
methods. Failure to keep books hides from the credit man the 
real status of the firms with which he deals. He knows that in 
giving credit the probability of loss to him is greater when a 
merchant does not keep books than when he does. On this 
account the credit man must often discriminate against such a 
merchant. 

As the ideals and moral standards of communities differ, 
credit men must consider the character of communities. If a 
great many business men in a community have failed, and most 
of them dishonestly, it is fair to assume that the moral tone of 
such a community from a business point of view is not high. 
Social control plays a prominent role. Many dishonest failures 
are an evidence of easy standards of honor. They show that 
the public opinion of the community has been on a plane too low 
to pursue relentlessly those whose business morals are low. The 
record of the merchant and his family is a matter of importance. 
The man who has not failed and whose family record is clear 
views with compunctions of conscience the taking of steps which 
may lead to the bankruptcy court. 

It is not difficult to determine the honesty of a merchant. 
The character of his dealings with the house or other houses and 
that of his dealings in the community in which he lives, reveal 
his business character. If a man has been in business some time, 
his business morality is well known. If he is a beginner in busi- 
ness it is more difficult to determine what he would do under 
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given conditions; but judgment upon his business morality is 
based on his previous record. 

The way in which a man secures his money is also a deter- 
mining point in judging of his ability. If he earned his money 
it is fair to assume he will conduct a sufficiently conservative 
business to guard against losing his capital. The fact that he 
earned it is itself sufficient to stamp him as a man of ability to 
produce and of some business sagacity. It is recognized not 
only in business, but in everything else that the only way to learn 
to do, is by doing. When essentially new problems arise, the 
chances of doing wrong equal, if they do not exceed, those of 
doing right. Nothing insures success in any business better than 
past experience in dealing with all the problems that are likely to 
arise. 

There are those who seem to think that, for a man who has 
capital to start with, business experience and business sagacity 
are unnecessary for success. To the prevalence of this theory may 
be traced a comparatively large percentage of failures. Many act 
upon the presumption that the business of merchants is simple. 
Although they have failed as traveling salesmen or in other fields, 
they think that if they can get the capital to begin with, they can 
certainly succeed as merchants. Credit is given sparingly to such 
men. Another class has made a thorough study of business 
methods and has learned the details of business through experi- 
ence as employees. When men of this class begin business even 
with borrowed capital, the presumption is favorable to success. 

There are thus four classes of men who begin business: 
(1) Those who have earned their capital as employees, in which 
capacity they may learn all the details of the business. (2) Those 
who have learned the business as employees, but who begin on 
borrowed or inherited capital. (3) Those who have earned their 
capital in other pursuits, but who bring to the business no experi- 
ence in it, and no knowledge of the business methods which 
prevail there. (4) Those who have not earned the capital, have 
no experience in the business, and who know little or nothing of 
business methods. Only experience and ability to produce entitle 
a man to credit. The second class is probably more likely to 
receive credit than the third. Experience in a business, a knowl- 
edge of its details, is of more importance to a merchant than hav- 
ing earned capital in other lines. 
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After a merchant has been in business for some time the con- 
ditions under which he started are always considered. However, 
the credit man has facts more tangible to act upon. He can judge 
of his ability as a producer from his sagacity in handling the 
business. The amount of capital in the business, the running 
expenses, the character of the books he keeps, and his methods 
in general furnish the credit man a criterion upon which to act. 

A knowledge of a man’s credit standing in his own com- 
munity is very important to the credit man. If a debtor can 
borrow at his bank and can carry a good line of credit, his credit 
standing is certainly good. If he is able to pay his debts, but is 
habitually in debt, and always allows his terms of discount to 
expire before payment is made, there is not only a strong evi- 
dence of carelessness in business, but also of a lack of business 
sagacity. When a merchant allows terms of discount to expire 
it is clear that he is conducting business with capital upon which 
excessive rates of interest are paid, and the business is conse- 
quently less profitable than it should be. If he sells on credit 
without a careful investigation of the standing of his customers 
and is careless in making collections, the losses in his business are 
unnecessarily high. His treatment of his customers, his methods 
of advertising, the organization of his clerical force, the general 
appearance of his place of business, are all things pointing in the 
direction either of success or of failure. 

His sagacity as a buyer is something upon which credit men 
are well informed. If the merchant is an easy buyer, he will 
over-buy and have on hand goods which he cannot sell except at 
a loss. If he lacks judgment in adapting his purchases to the 
demands of his customers, he will always have on hand unsalable 
stock. As said before, merchants are agreed that in a large 
number of cases failures are due to having a large supply of 
unsalable goods. While jobbers sell to merchants unsalable 
goods, the weakness of the latter in purchasing is considered a 
reason for discriminations against them in giving credit. 

The conditions under which bank and mercantile credit are 
given are practically identical. While in some ways the jobber 
has the advantage of the banker in knowing the producing ability 
of the merchant, based upon the character of his purchases and 
his skill in bargaining, in other ways he is at a disadvantage. As 
a banker lives in the same community as the merchant, he is in a 
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better position than the jobber to know a wider range of facts 
concerning him. Then too, money has acquired the right of 
dictating conditions in bargaining not yet attained by merchan- 
dise. The borrower at bank concedes to the banker the right of 
more thorough investigation than is conceded to the seller of 
merchandise. It is clear why this is true. The banker’s reputa- 
tion for conservatism must be maintained or the purposes of the 
institution are defeated. The bank holds in its keeping much of 
the capital of the community and consequently borrowers are 
willing to concede the bankers all precautions necessary not only 
to safeguard themselves but their customers. Bank failures 
entail a more serious disorganization of business than a failure of 
a jobber or manufacturer. Another difference in the relative 
power of dictation of the banker and jobber is to be found in 
their competitive conditions as bargainers. As a rule the jobber 
goes to the merchant to sell, while the borrower of a bank visits 
the banker. Loans of merchandise are always connected with 
sale. Money loans upon the contrary are independent of other 
transactions. 

Since the right to be inquisitive on standing, character, etc., 
is more clearly conceded to the banking than to the commercial 
houses, it is given to the banks to fix the degree of perfection 
which our credit system attains. If they are loose and careless 
in granting credit, it is impossible for the commercial houses to 
be strict and careful. To the banking institutions, then, are given 
the responsibility to.a large degree for better customs, a better 
credit system, and better relations between creditors and debtors. 

Of the sources of information open to the credit man, but 
two will be discussed here: the signed statement, and the report 
of the commercial traveler. This is not intended to imply, how- 
ever, that the other sources, the mercantile agencies, the banker 
and the lawyer in the local community, and the houses with 
which the merchant deals are not of importance. The system 
used by the credit man in filing and organizing his information, 
while of great importance, cannot be discussed in this paper. 

Upon receiving orders from a merchant who has had no deal- 
ings with the house and whose credit standing is unknown, a 
signed statement is usually required from the merchant. Mer- 
chants frequently refuse to give signed statements, believing that 
requests for them challenge their honor. This feeling, however, is 
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passing away. Merchants whose credit standing is good, are 
coming to see that a refusal to make a statement injures their 
standing. If they can pay cash, a signed statement is unnecessary. 
If they cannot, it is to their interest to have the best terms of 
credit, which can be secured only by making clear that they will 
pay their debts. Merchants are coming to see that their best inter- 
ests demand a fair statement of the conditions of their business, 
and credit men have discovered that the signed statement is the 
most effective means of guarding against losses. 


When the merchant goes into bankruptcy, a signed statement 
in possession of the creditor gives him a decided advantage. A 
false statement gives a creditor a legal right to bring action to 
protect his claim either by attaching the property of the bank- 
rupt or of rescinding the sale. In the latter case the title to the 
goods does not pass to the debtor, and the creditor has the right 
to recover their value, providing that enough remains in stock. 
To do this it must be proved that the debtor knowingly made a 
false statement without any grounds for believing he could pay 
for the goods. Fraudulent intent is the basis of civil action under 
the National Bankruptcy law. If the debtor was insolvent at the 
time the goods were purchased and the statement was made, an 
evidence of fraud appears, and the burden of proof is placed upon 
him. As false statements are damaging to debtors, statements in 
the hands of creditors improve their chances in collecting bad 
debts. 

The work of the credit man in investigating the standing of 
merchants is frequently defeated by the failure to keep books. If 
a merchant does not know his own financial standing, it is im- 
possible for him to give the credit man an accurate report. How- 
ever the demands of the credit man for accurate statements, are 
a strong pressure on merchants to keep books and to know their 
financial status. 

Those who took the census of small manufacturers and traders 
learned that a great majority of them did not keep books. On 
this account these manufacturers and merchants were unable to 
state the few facts concerning their occupation which the United 
States Government wanted to know for its statistical report of 
1900. A great many of these people did not know the extent 
of their liabilities or their assets, and did not know whether they 
were conducting profitable or unprofitable businesses. 
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Some claim that we ought to have a system for verifying ac- 
counts controlled by a public accountant; that all dealers should 
be required to keep books to be opened to inspection at least once 
a year by accountants appointed by the State or National govern- 
ments. Since credit rests on the confidence one man has in an- 
other’s ability to pay, a good credit system cannot exist without 
a knowledge of the debtor’s resources and liabilities. If a simple 
and thorough system of accounting could be devised, it would be 
an excellent trade barometer to a business house. If such a sys- 
tem were practicable it would relieve the credit man from solving 
many perplexing problems. 

The codperation of the credit man and salesman is not as 
effective as successful business methods should require. The 
credit man is an adviser of the traveling salesman, while the latter 
is in a position to provide the former with invaluable information. 
The nature of their work makes them radically different, and an 
altogether different type of man is developed in each position. 
The salesman’s work compels him to adapt himself to all classes 
of people. He is sympathetic, responsive, and his feelings are 
easily aroused by the woes of the merchant. His success in selling 
goods depends upon his personal relations with the merchants. 
He becomes accustomed to their points of view, and consequently 
often becomes more interested in his customers than in his em- 
ployer. The credit man, on the other hand, is cold, reserved and 
unsympathetic. He is not easily moved by the misfortunes of 
people. His judgment is influenced by no motives other than the 
financial success of his firm. The work of the credit man is to 
make adjustments. His is the last court of appeal. His function 
is to tide business into safe channels. 

The interests of the two are in some ways diametrically op- 
posed. The one is anxious to secure as large an amount of sales 
as is possible, because his salary is to a certain extent determined 
by sales. The other is anxious to secure a maximum of sales 
to reliable firms, or to put the matter in another way, a minimum 
of sales to questionable firms. In most cases the credit man is a 
stockholder in the concern, and on this account has an additional 
interest in having as few unprofitable sales as possible. 

If the services of the salesman were so rewarded that his 
total sales would not influence his salary, he would be more 
serviceable to the credit man. In reporting the character of the 
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business, the type of the business man, the character of the com- 
munity, the industrial conditions upon which the success of the 
merchant depends, etc., he can give the credit man facts that are 
invaluable. From his broader survey of facts, and from his ex- 
perience in watching credits, the credit man can estimate with a 
high degree of accuracy the probability of success of a merchant. 
In going over routes with salesmen, the credit man can guard the 
salesman against certain customers and can direct them into 
profitable fields. Through the supplementary nature of the work 
of the credit man and the salesman, and on account of the comple- 
mentary qualities in the men, they should be mutually helpful, 
and their codperation should make business safe. 

The salesman is sometimes employed in collecting debts, but 
in this he is usually a failure. The type of man required for sell- 
ing goods is different from the type required for collecting ac- 
counts. Besides there is a direct economic loss in diverting, even 
for a part of the time, the attention of a man from a field in which 
he is skilled into a field for which he is not fitted. The 
salesman’s relations with merchants unfit him for collecting 
debts from them. 

Credit men occupy a unique position in industrial society. 
In the methods employed, they either induce a healthy moral 
tone or else are responsible for practices which result in heavy 
losses. Merchants who can buy on time, and who need not be 
particular in paying when accounts are due, are likely to overstock 
and to buy unsalable goods. Credit is also granted indiscrimi- 
nately by them and they are careless in collecting. Here is seen 
the utility of prompt collections. When merchants receive credit 
sparingly and must pay promptly, they are careful in granting 
credit to consumers and are careful in collecting. The reactions 
inhibited by promptness on the part of credit men are thus 
wholesome. Looseness in giving credit over-gluts markets, while 
looseness in collecting, produces habits of indifference and 
carelessness in business which degenerate eventually into business 
immorality. 
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The Philosophy of Accounts. 
By Cuarves Ezra Spracue,* A. M., Pu. D., C. P. A., 


Author of “The Accountancy of Investment” and “ Extended 
Bond Tables.” 


CHAPTER XIII. 
THe Economic SUMMARY. 

202. At the close of the period, the economic accounts, re- 
duced to their simplest terms, must be transferred into the pro- 
prietary accounts, as if they were receptacles for measuring the 
effects of various causes and were poured at the appointed time 
into the great reservoir. But as there are among them both 
positivs and negativs it is found convenient to have an inter- 
mediate account, a summary of all their results. From this ac- 
count of the second degree a resultant is obtained for distribution 
to the proprietary interests ; and sometimes even this is not done 
directly but thru an account of the third degree raised solely for 
the purpose of distribution. The freedom, (already alluded to) of 
the interior accounts as to form, permits any device to be employed 
which will tend to a clearer view of the economic history of the 
period. 

203. The account of the second degree which I have called 
the economic summary is known in practise by various names: 
Profit and Loss, Loss and Gain, Trading, Outlay and Income, 
Revenue. 

Profit and Loss is the most usual of these names. Two objec- 
tions are made to it. The first is as to the order of the two 
nouns. Writing as we do from left to right, “ profit” is brought 
on the left, whereas the right side is the one on which all profit is 
entered. It is claimed that instead of 
PROFIT AND LOSS 
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This I regard as a somewhat fanciful objection, the order of the 
words being suggested by our preference and expectation, rather 
than by any intention of heading each side with a distinctiv title. 

204. The second objection is that the debits of such an ac- 
count are not “losses” but are a necessary investment which is 
expected to be more than returned; they are values laid out with 
the expectation that they will later come in. From this point of 


view “Outlay and Income” would seem to be an appropriate 
title, agreeing with the location of the two sides of the account, 
and also indicating that outlay is always incurred before income 
is acquired. 

205. We may consider the title “ Profit and Loss Account,” 
however, as referring, not to the items composing it, but to the 
final outcome, which is either Profit or Loss. In this sense the 
time-honored title is entirely justified. 

206. To present the affairs of a business concern at the close 
of a year in intelligible shape it is necessary to have these 
documents : 

A balance sheet at the end of the period, showing the then con- 
dition. 

A profit-and-loss account for the period, showing how the condi- 
tion was attained. 

There may also be presented 

A balance sheet at the beginning of the period, which may be in- 
corporated with the final balance-sheet in side columns. 

Various schedules giving details of the contents of the foregoing 
documents. 

207. For the sake of illustration we will take the business of 
The Jones Mercantile Company, whose balance sheet, say on 
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Dec. 31, 1906, appears in Article 94. We desire to bring the 
history down to Dec. 31, 1907, and to present a balance-sheet and 
profit-and-loss account under that date. 

The following are the economic accounts which it has been 
thought advisable to keep: 

Sales. On the credit side of this account are entered the 
amounts of merchandise sold, at selling price. Ordinarily these 
would be entered in the sales account in monthly totals only, the 
separate bills being recorded in sales books. On the debit side of 
the account is entered the cost of the sold goods, either in monthly 
or in yearly aggregate. The difference is the merchandise profit ; 
it is debited to the sales account as a result and credited to the 
profit-and-loss account. This result is $15,520.66. The Company 
has given to its customers the services of bringing its stock of 
goods near their homes, of arranging them for selection, of hiring 
salesmen to exhibit them, of making public their good qualities 
and of transporting them to the homes of purchasers. The pay- 
ment for these services consists in the merchandise profit, 
$15,520.66. 

Some of the services included in this profit must be paid for, 
reducing to that extent the profit of the Company. 

Salaries. Direct payment for services of those employed in 
the business. A debit entry to profit and loss of $4,000. 

Delivery. Payment to express companies and to messengers 
for delivering goods. A debit of $987.56. 

Freight. This has been already comprised in the cost of the 
goods, the principle being that we reckon as cost all expenditures 
up to the moment the goods are on our shelves; thereafter as 
expense of selling. 

Insurance. The Company paid premiums for insurance 
against fire, both on its goods and on its store, amounting to 
$169.50. 

Interest-cost. Interest has been or must be paid on the mort- 
gage and on the bills discounted, amounting to $387.50. 

Taxes. The annua! taxes assest against the real estate, 
$151.42. 

Repairs. A similar charge against the real estate, $232.19. 

Fuel. On this account there may be a residue as illustrated 
in Article 178. The amount actually consumed is $365. 
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Light. This, being metered, leaves no residue and the entire 
amount $279.50 is debited to profit-and-loss. 

Supplies. On this account again there is no residue, as the 
Company takes all its supplies from its own stock, charging 
them at cost, and only as fast as required. Debit $463.84. 

208. In addition to the profit on merchandise, there are some 
other sources of income which must appear to the credit of the 
profit-and-loss. 

Interest-revenue. At the middle of the year $5,000 were in- 
vested at 6 per cent., producing $150 interest. It may be askt why 
this and the interest-cost account should not be combined in a 
single interest acount, to be debited with $387.50 and credited 
with $150. This might be done and often is done, but in reality 
there is no connection between the two kinds of interest and their 
difference $237.50 has no distinct meaning. 

Rent-revenue. The Company lets a part of its building for 
$240 per annum. 

209. Transferring the result of each of these accounts to a 
Profit and Loss Account, we have as net earnings or increase of 
proprietorship $8,374.15, the distribution of which is shown in 
the second part. 

FIGURE 35. 
PROFIT AND LOSS. 











Outlay Income 


Salaries ,000. Profit on Sales $15,520.66 
Delivery , Interest 

Insurance 
EE ab htm baa a 


PO se cncne cane ks 


Wet Pros ....<..cciccas 
$15,910.66 $15,910.66 


Dividend, $10 per share $6,000.00 Net Profit, brought 


Carried to Surplus 2,874.15 down...... 2 eee $8,874.15 


$8,874.15 $8,874.15 
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SURPLUS. 








1907 
2. o Balance... .$11,468.43 
ec. 31 Profit 2,874.15 


$14,342.58 











This subdivision of the Economic Summary into several stages 
is a modern and very useful invention of the British Accountants. 
210. The resulting balance-sheet might be as follows: 


Ficure 36 
BALANCE SHEET. 


At the beginning of business, Jan. 1, 1908 








$7,643.59 Personal Creditors. ... $5,745.83 

5,000.00 Bills Payable......... 7,000.00 

Merchandise.......... 44,262.83 Mortgage Payable... . 4,000.00 
Bills Receivable 5,250.00 Dividends Payable.... 6,000.00 
Personal Debtors...... 24,826.99 a 
Real Estate 10,000.00 Total Liabilities. . .$22,745.83 
ae 55-00 Capital Stock 60 000.00 
Accrued Interest 50.00 Surplus.............. 314,342.58 








$97,088.41 | $97,088.41 





In the above balance-sheet the more natural order has been fol- 
lowed in placing the proprietary accounts last, which also admits 
of the insertion of the total of liabilities. 

211. The profit-and-loss account submitted in Art. 209 gives 
the correct result, but may be criticized in several respects. It 
does not show the profit made in the process of buying and selling 
as distinguisht from the interest on securities which has nothing 
to do with merchandising. It also mingles the cost of maintaining 
the real estate with the shop expenses. 

It will be a useful lesson in the construction of economic 
summaries if we reform this one so as to obviate the above 
objections. 

212. We shall first open a Trading Account, excluding from 
it all items which do not belong to the business of merchandising. 

213. As to the real-estate entries, upon consideration we see 
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that the ownership of the property saves us the payment of rent. 
The insurance (so far as it relates to the building), the taxes, the 
repairs, the interest on mortgage, all these are a substitute for 
rent. Furthermore, there are $6,000 equity, on which, if we 
borrowed the money, we should have to pay 6 per cent. interest. 
We open an account with Real Estate Expense and transfer to 
it all the above outlays by the following entries: 


Real Estate Expense 


/Insurance $70.00 
(on real estate) 
Real Estate Expense/Interest-cost 300.00 
(on mortgage) 
Real Estate Expense/Taxes 151.42 
Real Estate Expense/Repairs 232.19 
Real Estate Expense/Interest-Revenue 360.00 


On the other hand, we have not used all the premises ourselves, 
but have let a part for $240, which reduces the rent-cost to the 
Company by that amount. 


Rent-revenue/Real Estate Expense 
When all these entries are posted the Real Estate Expense 


account will appear as follows: 


FIGURE 37. 
REAL ESTATE EXPENSE. 








IIS oi. 0.5 6.0 444s 70.00 ETT eT TT Ce $240.00 
Interest on a: - 300.00 Carried to — and 
Taxes....... 151.42 Loss.. pacaeana 873-61 
Repairs. . ; 232.19 
Interest on Equity... 360.00 
[estimated] 
$1,113.61 $1,113.61 











The expense as to real estate, which takes the place of rent, is 
thus reduced to the single item $873.61. The last entry on the 
debit side is not actual, but hypothetical. It adds to the interest- 
revenue artificially a sum which is also artificially added to the 
cost of rent. This shifting does not affect the final result, or 
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net increase. Such transfers should be sparingly used, and with 
great care. 

214. We now establish a Trading Account, a general Profit 
and Loss Account and a Distribution Account, and for illustra- 
tion make them continuous, merely bringing down balances. We 
also insert, in the English style, the qualifications “ Dr.” and 
“Cr.”, “By” and “To,” which are occasionally met with in 
this country. 


Ficure 38. . 
TRADING, PROFIT AND LOSS, AND 
DISTRIBUTION ACCOUNT. 








Dr. 1907. Cr. 
To Salaries.......... $4,000.00 By Profit on Sales. . . .$15,520.66 
a. eee 987.56 
Insurance[on stock] 99.50 
— eee 87.50 
a: Peers 365.00 
P ecesséeevas 279.50 
Es <cscccses 463.84 
‘Real Estate Ex- 
pense in lieu of 
GEE scsveseuss 873.61 
$7,156.51 
“Profit and Loss car- 
ried down...... 8,364.15 
$15,520.66 $15,520.66 
To Distribution...... $8,874.15 By Trading, brought | 
A. <a Sas owe $8,364.15 
eer ree 510.00 
$8,874.15 $8,874.15 
To Dividend......... $6,000.00 By Profit and Loss. ... $8,874.15 
<_< earns 2,874.15 
$8,874.15 $8,874.15 











215. This highly technical form of presentation is less suit- 
able for the information of the public and of those interested than 
the analytical statement shown in Figure 39. 

216. Where it is possible, the bookkeeping should be so 
planned that the items for each economic account shall be groupt 
into monthly totals preparatory to posting to that account, instead 
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of a long list of smaller items. This monthly grouping, which will 
be dwelt upon hereafter, is more important in these accounts than 
in the specific accounts. It is also desirable to eliminate correc- 
tions and offsets before the totals are carried to the final account. 
When this is done, the accounts of outlay and income can readily 
be thrown into a tabular or synoptical form. 


FIGURE 39. 
SUMMARY OF THE ECONOMIC ACCOUNTS. 











Page ay: 
Gress Prorit on sales............... $15,520.66 
OvuTLay: 
Ma. «ad greta atwain ne Gialaiiehs $4,000.00 
| ee ee eer Tees 987.56 
Insurance on Stock.............. 99.50 
| EEE rere ys rere 365.00 
DC ahedeu-ss<ahehee sien Anld ar 279.50 
EES SS rare ane Pan 463.84 
er eer re ere 87.50 
Real Estate Expense in lieu of Rent, 873.61 
PAS cca e or ee tekcnceaeen $7,156.51 $7,156.51 
Se POI PNG a a 6 n.k 6s caged connansercenen $8,364.15 
Interest on Investments (including equity in real 
rear Pee es here Grcerar a oe mine emery fre 510.00 
IIR, 5064's Ku cin ota Koes tcseneaes $8,874.15 
DISTRIBUTION: 
Dividend, $10 per share on 6ooshares.......... 6,000.00 
Increase of Surplus Account.................. $2,874.15 
Balance of Surplus at beginning........... 11,468.43 
= (eh wan aeke ae $14,342.58 





217. This tabular form may assume either of the arrangements 
shown in Figures 40 and 41. 


218. To carry out this plan in any particular case will per- 
haps require the introduction of special columns or lines for ad- 
justment, but this general scheme of additions both down and 
across will give a more comprehensive view of the progress of 
the business than a number of disjected accounts in the traditional 
form. 
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The United States Customs Service. 


Its Organization and Administration. 
By Cuartes Leo FRANK, B. S. 


People have often wondered how it is possible for the United 
States Government to be in such a flourishing financial condition, 
without apparently anybody feeling the burden of heavy taxation. 
The few whom the United States taxes directly affect are prob- 
ably the only ones who interest themselves in the amount and 
method of collection. The mere fact that the system which con- 
trols the collection of the moneys necessary for the maintenance 
of the national government has called forth so little criticism 
from the mass of the people shows that the organization and ad- 
ministration of that department of the Government which has 
this function in charge must have reached a high state of 
efficiency. 

Generally speaking, chemicals, earthenware, stone, metals, 
cutlery, fire-arms, wood, food products, liquors, tobacco, and 
cotton and wool manufactures come under the category of duti- 
able goods. The tax is an ad valorem duty; that is, it is based 
on the value of the imported article. Raw materials, acids, and 
animals for breeding purposes are admitted free of duty. 

In a general sense, the Customs Service is organized so as to 
take cognizance of all the activities of seafaring. Under this de- 
partment are the Marine Hospitals and Homes, the Quarantine 
Service, the Revenue Cutter Service, and Fund for Shipwrecked 
Sailors. It is the purpose of this article, however, to consider 
only that portion of the Customs Service which is directly con- 
cerned with the collection of the duties on articles imported into 
the United States from a foreign country. 

The entire Customs Service is organized under the Treasury 
Department. Legally the Secretary of the Treasury is the head 
of the Service, but actually the Second Assistant Secretary has 
charge. There are nine general appraisers appointed by the 
President, with the advice of the Senate. Not more than five 
of these appraisers can be from the same political party. Three 
of these appraisers constitute the General Board of Appraisers, 
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with headquarters at the port of New York. The other six 
appraisers are each assigned to one of the principal ports of the 
country. 

All the other officers of the department are chosen according 
to the Civil Service Act. The highest of these are the assistant- 
appraisers ; then come the collectors, the assistant-collectors, and 
the surveyors. The United States Consuls are for certain func- 
tions customs officials. The Revenue Cutter Service patrols the 
coast and prevents smuggling. 

The appraisers and the assistant-appraisers, as their names 
indicate, place a valuation on goods which are dutiable. The ap- 
praisers have nothing to do with the classification of goods. The 
collectors, besides having certain clerical duties, take possession 
of goods which are to be delivered immediately on entry of the 
vessel. In ports where there are no appraisers, the collectors 
assume the functions of that office. The surveyor is the outdoor 
executive officer of the port, and supervises the force of in- 
spectors, weighers, measurers, gaugers, and laborers. He takes 
charge of all vessels arriving from foreign ports and reports their 
names and character to the collector. 

Dutiable merchandise cannot be brought into the United 
States by sea in a vessel of less than 30 tons. The vessel 
must have on board a manifest of the cargo, signed by the master, 
detailing the items of the vessel’s lading, port to which the goods 
are shipped, the names of the passengers, their baggage and the 
ship’s stores. The surveyor inspects this manifest. 

The administration of the Customs Service can be best under- 
stood by following the course of a particular article which is 
being imported from a foreign country. 

The consignor must make out his invoices in triplicate; the 
invoice must have endorsed thereon a declaration signed by the 
purchaser, manufacturer, owner, or agent, setting forth the 
persons from whom the same was purchased, actual cost 
thereof, and all charges. When the goods are obtained in any 
other manner than by purchase, the actual market value in the 
principal markets of that country from which they are shipped 
must be stated. 

The triplicated invoices with the statements are presented to 
the nearest consul, and he investigates their verity. For this 
purpose, he has assigned to him special assistants. Having 
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satisfied himself that the invoices are in every respect bona fide 
and that there is no intention to defraud the United States, the 
consul hands back the original invoice to the consignor ; the dupli- 
cate is sent to the customs collector of the port in this country to 
which the merchandise is consigned ; the triplicate is filed at the 
consulate. 

Any goods shipped on the vessel and not mentioned in the 
manifest are subject to confiscation, unless it can be shown that 
the error is a clerical one. The mere omission is taken as prima 
facie evidence of an intention to defraud the government. The 
burden of proof rests with the owner of the goods to show that 
there was no intention to defraud. 

The ship with the dutiable goods arrives at its port of destina- 
tion. It is sighted from land, and a revenue cutter with a customs 
surveyor on board goes out to meet it. The surveyor seals the 
hatches ; he receives the master’s manifest and presents it to the 
customs collector. 

The imported goods may at this point take one of three 
courses. They may be called for immediately by the consignee, 
they may be transported without appraisement, or they may be 
placed in a warehouse. 

If the goods are to be unloaded immediately, the consignee 
presents himself and pays the duty as estimated from the invoice. 
The collector will then forward the invoice, manifest, or any other 
papers which he may possess, to an appraiser or one of his 
assistants. The customs collector issues a permit to unload the 
vessel. The appraiser examines the goods and places a value 
upon them. If any article is quoted in the invoice at less than 
fifty per cent. of the value which the appraiser subsequently 
ascribes to it, it is subject to confiscation. If the appraised value 
exceeds the value stated in the invoice by any percentage less 
than fifty per cent., an additional duty of one per cent. of the 
total appraised value is levied. This provision tends to make the 
consignees very careful as to the correctness of the invoice. 

When goods are entered for immediate transportation without 
appraisement, the forms are somewhat more complicated. If the 
invoice states that the goods are to be delivered to some port other 
than the port of arrival or to an inland point, or if orders are 
left to that effect, the goods may be entered at the port of arrival 
without appraisement. Only carriers registered with the Customs 
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Department and heavily bonded can carry these goods from the 
port of arrival to their final destination. During the transit, the 
dutiable goods are under seal, which can only be broken by the 
customs official at the place of destination. Here the goods are 
appraised, the invoice and manifests having been forwarded by 
the customs collector at the port of arrival. 

The most frequent destination of merchandise is the ware- 
house. Warehousing entries may be made in any of the following 
forms : 

1. Entry for warehousing at the port of arrival. 

2. Entry for warehouse and immediate transportation. 

3. Entry for warehouse and immediate exportation. 

4. Entry for warehouse, transportation and exportation. 

Form 1 is used whenever it is desired to store the merchan- 
dise at the port of arrival; Form 2 whenever it is intended to 
forward the merchandise to another port; Form 3 whenever it is 
intended to export the merchandise from the importing vessel ; 
Form 4 whenever the imported merchandise is to be exported 
from another port. 

Only registered warehouses, under heavy bond, ¢an be used 
as a depository for imported goods. When goods are shipped 
for warehousing, an entry must be made of the goods received in 
the warehouse. The consignee leaves with the customs collector 
a bond, the amount of which is equal to double the duty as esti- 
mated from the invoices and the warehouse entry. The goods 
may only be withdrawn from the warehouse by permit from the 
customs collector, after examination by an appraiser and after 
all duties have been paid. 

Everything that has been said so far refers to merchandise 
imported into the United States in wholesale quantities; but 
passengers returning from foreign lands must in certain cases 
also pay duty. “ Dutiable merchandise, exceeding $500 in value, 
brought as the baggage of a passenger arriving from a foreign 
port must be regularly entered at the custom house and ap- 
praised.” There are set forms which are obtainable on every 
passenger vessel, in which the passenger states, under oath, the 
contents of his baggage. Naturally, it is physically impossible to 
inspect all of the baggage of the thousands of passengers who ar- 
rive here each year. The customs inspectors, therefore, use their 
judgment in this respect and only examine the baggage in suspi- 
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cious cases. If the customs inspector decides, in any given case, 
that there is a dutiable amount of goods, the passenger may, if 
dissatisfied with the ruling, have the case referred to an appraiser. 

Thus far, we have considered only the cases in which the de- 
cision of the appraiser is granted to be acceptable. But this is far 
from the reality of the actual practice. There are thousands of 
cases each year, in which the consignee believes himself to be over- 
taxed, or in which the appraiser may later discover that he has 
undervalued an article. Previous to 1890 all such appeals were 
heard in the Circuit Court of the United States. The over- 
burdening of the calendar with customs cases made a change 
imperative. The collection district of New York alone gave rise 
to fourteen hundred and thirty-one appeals in the United States 
Circuit Court during the month of August in 1889. It was to 
remedy this condition that the Customs Administrative Act of 
1890 was passed. 

This act created a system which is unique, to say the least. It 
established a commercial judiciary. The act of 1890 authorized 
the appointment by the President, with the consent of the Senate, 
of nine persons bearing the title of general appraiser. It enacted 
that appeals from the appraisement by the local appraiser should 
be heard in the first instance by a single general appraiser, from 
whose decision a further appeal might be taken to a Board of 
three General Appraisers, to be designated by the Secretary of 
the Treasury out of the nine, whose decision was to be final. It 
further empowered the Secretary to designate one or more Boards 
of three General Appraisers, to consider all cases of classification 
arising upon protests sent up from any part of the Union, and 
from the decision of such Board either the Government or the im- 
porter might appeal to the United States Circuit Court, then to 
the Circuit Court of Appeals, or the United States Supreme Court. 

The Board of United States General Appraisers holds sessions 
in the Custom House of New York City every business day in the 
year. If the collector deems an appraisement too low or the 
owner considers it too high, the collector must order a re-appraise- 
ment, which is made by one of the general appraisers. If either 
party is dissatisfied with this decision, the collector must forward 
the invoice and all the papers in the case to the Board of General 
Appraisers in New York. 

This Board has nearly all the powers of a court. It can 
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summon witnesses, punish for contempt, issue orders and in every 
other way act in a judicial capacity. Its daily sessions are carried 
on with the same pomp, gravity and general air of seriousness 
which mark the sittings of our Federal courts. 

The collector or owner of the merchandise, if dissatisfied with 
the opinion of this Board, may appeal to the Circuit Court of the 
United States within the district in which the matter arises. This 
court reviews the law and fact involved in the decision of the 
Board of three General Appraisers. This court may and usually 
does refer the case to one of the general appraisers, as an officer 
of the court, who goes into the evidence in the case and reports 
to the court. The court bases its decision very largely upon this 
report. 

The Circuit Court may be of the opinion that the question in- 
volved is of such importance as to require a review of the decision 
by the Supreme Court of the United States or by the Circuit 
Court of Appeals. The owner may also appeal the case, but an 
appeal to a higher court can only be made by permission of the 
Circuit Court or on application of the Attorney General. 

This is evidently a wonderful system for facilitating the 
intricate questions which arise each day; it has worked well and 
is no longer an experiment. There are several grounds for criti- 
cism, however. When a case is appealed to the Board of General 
Appraisers there is no counsel to represent the United States 
Government. According to the present system the three mem- 
bers of the Board of General Appraisers are supposed to guard 
the interests of the government. This seems to be inconsistent. 
We cannot have one body efficiently and fairly acting as judge, 
prosecutor and jury, at the same time. Besides, the Board is 
usually so busy that any member thereof has not the time which 
is necessary to search papers and summon witnesses in order to 
adequately protect the interests of the government. 

The Classification Boards also need a remodeling on the plan 
of the United States Board of General Appraisers. Like goods 
have often been placed in different classes by different boards. 
There is no unity in classification as there is in appraisement. 
The system of classification would be more coherent if there 
would be one board of final appeal. 

When we consider that the United States as a contiguous 
piece of territory imports more goods than any other country in 
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the world, when we stop to think that the value of the imported 
goods at the port of New York alone is greater than the entire 
yearly revenues of France, we only get an inkling of the enor- 
mous task which the Customs Department has on its hands. In 
this article details have been omitted. They would serve only to 
show further how well adapted is the general system which has 
been outlined to the manifold duties of the Customs Service. 
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EDITORIAL. 
The Capitalization of Franchises. 


The referee’s finding in the case of the Consolidated Gas Com- 
pany of New York to the effect that the Company is entitled to 
reasonable dividends upon the value of its franchise has caused 
much unfavorable comment in the daily press. The Company has 
capitalized its franchise at $20,000,000, and holds that its price 
for gas must be such as will yield a dividend not only for all the 
capital actually invested, but also upon the stock which is rep- 
resented by the franchise. That the franchise is valuable is not 
disputed. It confers upon the company practically the exclusive 
privilege of supplying the people of New York with gas. But 
why should the people be taxed in order that the company may 
pay dividends upon stock representing the value of this franchise? 
As the city increases in population the value of the franchise will 
increase. Must the people then pay higher dividends on stock 
issued against the ever increasing value of the franchise? 

These questions raise issues that are not altogether outside 
the field of accountancy. For example, is it good policy for a 
city or a state to grant valuable franchises to corporations free 
of charge, or should the corporation pay for its privilege? 
Should the legislative body recognize the franchise as a taxable 
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asset of the corporation? If it is a taxable asset, then may it not 
properly be capitalized? If the corporation is to be required to 
serve the public at reasonable rates, should not the act of incor- 
poration provide at the outset that the reasonableness of rates 
shall be determined in accordance with the amount of capital 
actually invested? Questions of this sort are involved in the 
modern corporation, and can by no means be answered off-hand. 

When we examine the case of the Consolidated Gas Company 
of New York impartially it is by no means clear that the Supreme 
Court of the United States will fail to sustain the referee’s report. 
The Gas Company’s franchise has an admitted value. Nobody 
denies that fact. It follows, then, that the market price of its 
capital stock is in part due to the value of its franchise. This 
franchise may not be a piece of property, but it is a valuable 
asset, the ownership of which has given the stock a higher market 
valuation than it would have had if the franchise in the beginning 
had been conditioned with a restriction as to dividends. Hence, 
some of the Company’s stock is now undoubtedly in the hands of 
investors who have bought it at prices which were the outgrowth 
of the unconditioned and unrestricted franchise. In other words, 
the investing public has unconsciously capitalized the franchise. 
It is now proposed in some measure to strip the franchise of its 
value by compelling the Company to sell gas at a price which will 
enable it to pay a reasonable dividend only upon the capital 
actually invested. Does not this proposal contemplate the an- 
nihilation of what has hitherto been recognized as an asset by the 
managers of the corporation and by the stockholders, both new 
and old? Would it not then be tantamount to confiscation? That 
is the real question at issue, and when we take into account the 
fact that the United States Supreme Court has always shown 
great respect for contractual obligations, it is not easy to share 
the commonly expressed opinion that Referee Masten’s finding 
will not be sustained. The fact that the corporation in question 
pays a tax upon the appraised value of its franchise is, in itself, 
of course, an official recognition of the franchise as an actual 
asset. 





English vs. American Practice Again. 


American accountants will be interested in the entertaining 
and instructive articles on English versus American practice 
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reprinted in this issue from two London periodicals. Our 
contemporaries are inclined to suspect THE JouRNAL of a lack of 
seriousness in its comparison of American practice with the 
English. They smile rather broadly at our contention that in 
some respects the methods of American accountants are superior 
to those applied in Great Britain. 

THE JoURNAL’s article had a serious purpose, but that purpose 
was not controversy, nor self-glorification. We wished to know 
just what our brethren in London think of the profession in the 
United States, and these two articles give us more than a hint 
as to their opinion. Tue JourNAt also hoped to achieve more 
than a quotation acquaintance with its London contemporaries, 
and it now feels that it is on speaking terms with them. As for 
the relative superiority of English and American accountants or 
of English methods and American methods, that is a subject which 
it would be bootless to discuss. But if we hear of instances of 
English practice which seem to be markedly inferior or superior 
in method to the American practice, we shall call attention to them 
and gladly welcome correction if we do the Englishmen injustice. 
In short, THE JouRNAL believes that accountancy in Great Britain 
and in the United States should be as much one profession as is 
the profession of medicine. We can help bring this about not 
only by an interchange of compliments, but also by an occasional 
kindly discussion of each other’s shortcomings. 

By the way, the fact that British accountants are doing con- 
siderable business in the United States cannot be quoted as evi- 
dence in favor of the superiority of the Britisher. America has 
absorbed those British accountants. They are Americans now, 
and their presence here, it must be admitted, if they have learned 
anything in the United States, is one of the reasons why 
THE JOURNAL may properly hope that the accounting profession 
in America is in some respects taking the lead. 





The Setback in Illinois. 


It is greatly to be regretted that the legislature of the State of 
Illinois has been persuaded to lower temporarily the educational 
standard of the profession of public accountancy. During the 
year 1908 candidates for the degree of C. P. A. will not be re- 
quired to present evidence that they have a high school education. 
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If the act applied only to candidates of middle age, or if it 
applied only to men who had been for several years engaged in 
the practice of accounting, something could be said in its defense. 
But no man under the age of 35 who has not a high-school edu- 
cation and has not the energy to get its equivalent by home study 
ought to be admitted into the professional ranks. A high school 
education means simply that a man must know something about 
the history of his country, something about the classics of English 
literature, and something about one or more of the natural 
sciences; also that he must be familiar with the elements of 
algebra and geometry and be able to write fairly correct English. 
The young man who has not the ability to meet these require- 
ments, even though he must rely upon home study, is not of 
professional caliber. 

The people of Illinois are most generous in their support of 
public education. The State has hitherto been a leader in educa- 
tion. The University of Illinois, which is liberally supported by 
the State, is one of the best institutions of learning in the country. 
The public school system of Illinois is nowhere surpassed. Hence 
it is a surprise, as well as a pity, that the Illinois legislature should 
deliberately lower the standard of a new profession. 





Corporation Secunties. 


The editors regret to announce that it has become impossible 
to begin the new department of Corporation Securities in this 
number, as originally planned. It is expected, however, that the 
department will appear in the July issue and in every number 
following. Those readers of .THE JouRNAL who are especially 
interested in financial affairs will find compensation in the excel- 
lent articles on “ Street Railway Bonds as Investments” and in 
the symposium on “ Street Railway Securities ” in this issue. 





Mr. Lawrence Dicksee, who is England’s First Professor of Account- 
ancy, having been given that title by the University of Birmingham in 
1902, has resigned his professorship in order to devote his time to a scheme 
formulated by the War Office for the training in administration of a num- 
ber of army officers. He undertakes this work as a member of the faculty 
of the London School of Economics, the department being known as the 
Administrative College. The army officers in this college must be of the 
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rank of captain or over, and will study accounting, business methods, com- 
mercial law, carriage by sea and land, economic theory, economic geog- 
raphy, and statistical methods. A school offering similar courses to Ameri- 
can army officers undoubtedly ought to be established in this country. 

The University Engineering Journal comments as follows upon Mr. 
Dicksee’s work at Birmingham: “ Mr. Lawrence R. Dicksee, F. C. A., was 
appointed Professor of Accounting in July, 1902. It was the first chair 
bearing that title to be established in any British university. The term 
‘accounting,’ which is used, to some extent, in America, was introduced, 
on this occasion, into England in order to distinguish that study of ac- 
counts, which, in the opinion of Professor Ashley, Dean of the Faculty of 
Commerce, is desirable for all business men, from the more definitely 
technical training of future professional accountants, for which he thinks 
it is obviously well to reserve the term ‘accountancy.’ Although no other 
English university has, so far, established a professorship of accounting, 
lectureships have been created in more than one place, and the term 
‘accounting’ has been borrowed there from the Birmingham practice. 
In the latter part of his tenure of office, when the curriculum for the 
degree of Bachelor of Commerce was fully developed, Professor Dicksee 
was in the habit of conducting four separate courses; Accounting I, for 
beginners; Accounting II. A, a more advanced course; Accounting II. B, 
a distinctly tutorial course going over the ground of II. A again for the 
special benefit of such students as were candidates for the degree, and had 
had no practic il office experience; and, finally, Accounting III, the most 
advanced course for the third year students. The courses, beginning with 
the elements of ordinary bookkeeping, advanced, ultimately, to the most 
difficult questions of accounts, including all those problems which are 
suggested by a study of balance sheets.” 





The London Society of Accountants and Auditors, after a year’s litiga- 
tion, has secured an injunction restraining any person not a member of 
the Society from using the designation “Incorporated Accountant.” In 
its final judgment the Court said, “ What I am satisfied of is that they (the 
public) attributed the term members and considered it to denote member- 
ship not of any society which was incorporated, but of a definite incor- 
porated society, which by its laws, by its requisitions as to qualifications, 
and by its examinations, or by some means not, of course, definitely known 
to the persons of whom one is speaking, conferred a particular status on 
its members different from that which an unqualified accountant holds in 
his profession.” 





The predicament of an expert witness in the recent murder trial who 
gave two varying opinions regarding the sanity of the defendant recalls 
the situation in which a certain accountant in this city found himself not 
long ago. 

A bookkeeper had absconded and the accountant in question was re- 
tained by the employer to ascertain the amount of the embezzlement. He 
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made a report to his client in which he stated the loss to be, say, $1,000, 
and advised the latter to make claim upon the surety for this amount. 

The bonding company on receipt of the claim made its own investiga- 
tion, but found the loss to be but a few hundred dollars, and accordingly 
disapproved the claim. 

The accountant thereupon made another report to his client admitting 
that the loss as found by the surety company was correct, and said that 
when he made his first report he thought the loss would reach $1,000 
anyway, and he wanted the client to make a claim which would well cover 
the loss. 

The feelings of the surety company officials on reading this may be 
imagined. It looked for a time as if the accountant would lose his C. P. A. 
certificate, but the matter was finally hushed up. 

The accountant is still at large, but his next unprofessional departure 
will probably be his last. 





The question in a recent C. P. A. examination in New York State, in 
which an “articulation account” was called for, has brought forth a num- 
ber of requests for a definition. One correspondent declares that such an 
account is a “ decided novelty” in the West and wants to know whether 
it is in common use among Eastern accountants. We are inclined to 
think that most members of the profession, in the East as well as in the 
West, would have to scratch their heads over the question. The follow- 
ing definition, which has been sent in by a correspondent, seems to be 
satisfactory. For an example see the April issue of THE JourNAL, 
page 494. 

An articulation account is a statement showing in graphical form an 
analysis of the accounts of a business. The accounts to be analyzed are 
placed on a column at the left of the statement and the amounts entering 
the debit and credit sides, together with the balances at the beginning and 


end, are shown in debit and credit columns representing the accounts 
affected. 





The accountants of Utah are to be congratulated on the successful 
outcome of their agitation for a C. P. A. law. There are not many ac- 
countants in the State, nor is the value of the profession properly recog- 
nized there among business men, but this situation will quickly change if 
the C. P. A. law is strictly enforced. If the public accountants of Utah 
set up a high standard and adhere to it, the people will very soon discover 
the merits and usefulness of the new profession. 
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Reviews of Corporation Reports. 


Conducted by THOMAS WARNER MITCHELL, Ph. D. 


Corporate control is of three kinds, viz. : (x) the control exercised by the stock- 
holder, (2) the contro] exercised by the board, (3) the control exercised by the officer. 
The purpose of accounts and reports is to make control intelligent. Do the reports 
rendered to stockholders contain such information as will enable them to exercise in 
telligent judgment with respect to the fidelity, efficiency and economy of corporate 
trustees and agents? This is thc viewpoint of criticism and analysis appearing in this 
department of THE JOURNAL. 





Reports of the Tennessee Coal, Iron and Railroad 
Company. 


To one who has labored with the inadequate data contained in the 
ordinary industrial company report, it is refreshing to peruse that of the 
Tennessee Coal, Iron and Railroad Company for the year ended December 
31, 1906. This company has recognized recently the advantages and ad- 
visability of submitting their accounts to an audit by an independent ac- 
countant, a prominent New York firm of certified public accountants 
having been called in to conduct this audit. It is probable that the changes 
in accounting methods referred to in the following quotation are due in 
some part to this fact. “The Income Account for the year 1906, you will 
observe,” says the report to the stockholders, “reflects a radical change 
in accounting policy, both in respect to providing more liberally than here- 
tofore for Provisional Funds, the necessary Replacements and Deprecia- 
tion to Plant and Machinery, Depletion of Mineral Lands, and by Direct 
Charges to Costs for Repairs and Maintenance.” The income account, 
balance sheet, surplus account, and inventories are certified by the account- 
ing firm referred to, and this certificate states, not merely that the first two 
of these are correctly drawn from the company’s accounts, but that, in 
the auditor’s opinion, the balance sheet is “ properly drawn up so as to show 
the true financial position of the company on December 31, 1906, and that 
the relative income account is a fair and correct statement of the net earn- 
ings for the fiscal year ending that date.” It is needless to say that the 
part quoted is the part of the certificate which is of most importance to the 
stockholder, and it is this part which is frequently omitted from the 
auditor’s certificate as drawn up in this country. 

Although the Tennessee Coal, Iron and Railroad Company’s report is 
not arranged in altogether the best order for the presentation of its con- 
dition to the stockholder, yet it represents a long step toward what a 
company’s report ought to be. The statement of earnings for the last three 
years, as presented in the report for 1906, is as follows: 
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1904 1905 1906 
Gross Sales and Earnings......... $9,607,579 | 10,951,979 | 13,265,971 
Operating Labor, Material, etc....| 6,300,287 | 6,764,700] 8,439,505 
Repairs and Maintenance. . ; 984,010] 1,275,096] 1,541,217 
General Expense, Insurance, ‘etc. 460,650 428,044 532,088 
Total Cost of Operation.......... 7,744,948 |; 8,467,840 | 10,512,811 
Earnings from Operation......... 1,862,631 2,484,139 2,753,160 
LEss. 
Depreciation, Renewals and 
Replacements 534,789 625,090 770,678 
Miscellaneous Interest and Fixed 
charges 831,583 830,765 895,145 
Net Income for the year......... 496,259} 1,028,284] 1,087,337 














The amounts of the various items for 1904 and 1905 are not quite the 
same as shown in the reports for those years. The change in accounting 
policy, alluded to above, which affected the items in the Income Account 
for 1906, necessitated, for purposes of comparison, a reclassification of the 
items of that account for earlier years. In so far as this change of policy 
meant smaller or larger charges against the earlier income accounts than 
those actually made, as shown in the reports of the previous years, cer- 
tain assets in the balance sheets for those years, as well as the net sur- 
pluses, would also be affected. To enable the stockholder to complete his 
comparison of the last year’s operations with those of the preceding years, 
those earlier balance sheets, adjusted to correspond to the alterations in 
the income accounts, should have been reproduced also. But the report 
for 1906 contains only the balance sheet as of the close of that year. 
Consequently the following comparative balance sheet for the last three 
years does not correspond strictly. to the statement of earnings given above. 





ASSETS.: 1906 1905 1904 





Cost of Properties..............:; $38,719,242) 37,363,610) 36,122,436 
Capital Assets of Birmingham 
uthern R. R. Co. and Invest- 
ments and Advances to Allied 
SEE TE PORES 1,869,872 289,833 297,306 
Trustees of Sinking Funds 40,455 38,459 §4,104 
CurRRENT ASSETS: 
Inventories of materials, finished 


gro@uct........ Se pone 2,106,154 1,486,188 1,442,789 
Accounts Receivable. 1,552,513 
Bills Receivable, less discounted 585,575 1,476,590) 1,151,278 
Miscellaneous Investments...... 3,792 
Working Capital in hands of 
p ESAS eee EE 5 ka wb Rae ni Kae 
Cash in banks and on hand..... 690,557 574,189 463,108 
Deferred charges to operations— 
Prepaid Insurance Premium... . 11,502 














45,601,960) 41,228,869] 39,531,021 
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LIABILITIES. 1906 1905 1904 
TS EEC Cr TT ee $25,931,017; 22,553,060 22,552,800 
Preferred stock—cumulative...... 124,500 228,300) 228,300 
Alabama Steel & Shipbuilding 
ase iekattnsan tent sbdnwe ee 193,000 193,000 193,000 
Bonpxgp DEBT: 
Tenn. Coal, Iron & R. R. Co.. 9,568,000] 13,213,000] 12,335,000 
Subsidiary ‘Companies. . 4,351,000 730,000 730,000 
Potter Ore Co.—$700,000 ) 1st m. 
5% bonds guaranteed + ointly 
with the Republic Iron & Steel 


RR a oe gg a Ae ae ia weet weer’ 
DEFERRED PURCHASE MONEY NOTES 
Birmingham Southern R. R. Co. 











secured by collateral......... RD ein hotnetabenaweahes 
CuRRENT LIABILITIES: 
Accounts & Bills Payable....... 1,289,623) 1,121,960 732,571 
Interest Due and Accrued...... 390,391 364,673 329,185 
Dividends due and accrued..... 276,395 233,993 3,044 
SPECIAL FunDs: 
Replacement and Improvement. 946,199 a 
~ ome and Rebuilding Furnaces 50,000 1,970 42,725 
Exhaustion of minerals......... 84,760 
Accidents, fire insurance, and 
comtingemcies ............... 155,829 32,414 80,967 
Reserve for Bad Debts........| .......... 126,745 132,364 
SURPLUS: 
Sinking fund on general mortgage] .......... 48,240) 48,730 
UES 65.50% 0d Ka mewsan 789,397| 2,228,717, 2,122,335 
45,601,960] 41,228,869) 39,531,021 








Several items in this balance sheet are worthy of special mention. The 
second among the assets, namely, Capital Assets of Birmingham Southern 
R. R. Co.,” etc., is given in some detail in the balance sheet of 1906, show- 
ing the extent of the Tennessee Coal, Iron & R. R. Co. in six other rail- 
road, ore, iron, and land companies; since these details were not given in 
earlier balance sheets, only their total for 1906 has been included in the 
text. Also in the last report the accounts receivable and bills receivable 
have been shown separately; and, what is most worthy of notice, not 
merely the bills receivable on hand have been shown, but also those which 
have been discounted by the company and have not yet matured; thus the 
company’s balance sheet shows “ Bills Receivable, $1,906,658.38, less dis- 
counted $1,321,083.32,” leaving to be carried out the $585,575 stated in the 
text. Needless to say, the advantage of this method is that it shows the 
amount of the company’s contingent liability for such discounted bills. 


Among the liabilities, the common stock is classified by the company’s 
report into “ fully paid,” “75% paid,” “25% paid,” and “ Avdance Install- 
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ments.” The occasion for this classification was a new issue of common 
stock, subscription payable in installments, some of which had not yet been 
paid, a short time before the close of the fiscal year. It will be noticed 
that the reserve for bad debts has disappeared in the last balance sheet; 
yet a company with over two millions of accounts and bills receivable will 
probably have some uncollectible items. The probable explanation of this 
disappearance is that the reserve has been deducted from the accounts and 
bills receivable on the other side. In 1905 the reserve amounted to about 
9% of the total accounts and bills receivable on hand at the date of the 
balance sheet. Finally, the inclusion in the surplus of the “ Sinking fund 
on the general mortgage” is the writer’s classification; it is believed that 
the sinking fund reserves are properly to be included in the surplus, since 
their effect is, by reducing the bonded debt and at the same time keeping 
the total capital intact, to increase the net proprietorship of the stock- 
holding body. 

Let us revert to the statement of earnings. The company is to be com- 
mended for showing its “gross sales and earnings,” which have increased 
to a noteworthy extent; the title is somewhat ambiguous, however, and the 
“earnings” possibly represent income on securities of other corporations; 
if so, the shareholder would like to have them stated separately. Costs of 
production have been given in general classes. We are not altogether sure, 
however, that the item of “ Depreciation, Renewals, and Replacements” 
should not have been included in the “ Total Cost of Operation”; if the 
character of this charge is as its name would indicate, it is truly as much 
a part of the cost of operation or production as is labor. In the remainder 
of the discussion it is assumed that this item is a part of cost, and the 
net earnings are correspondingly reduced. 

Making this change the total costs of operation for the three years, 1904 
to 1906, were $9,607,570, $10,951,079, and $13,265,971 respectively, and the 
net earnings were $1,327,842, $1,859,049, and $2,982,492 in order. On this 
basis the profits or the turnover were 16.04%, 20.44%, and 26.41% for the 
three years in order. These percentages have increased at a remarkable 
rate and show that the net earnings have increased not only absolutely but 
relatively to the costs. 

Comparing the total costs of operation in 1905 and 1906 with the work- 
ing capital, which is represented by the “Current Assets,” namely, $3,057,- 
273 and $3,536,967, on hand at the close of the preceding fiscal years 
(1904 and 1905), we find that the working capital has been turned over 
slightly more than two and one-half times during each of these years. 
For a manufacturing concern of this character this probably represents 
fairly good management. 

Comparing the accounts and bills receivable on hand at the close of 
the fiscal years, namely, $1,151,278, $1,146,590, and $2,138,088 respectively, 
with the “gross sales and earnings,” we find that the former amounted to 
but 10.9% of the latter in 1904, 13.5% in 1905, and 16.1% in 1906. If the 
accounts and bills were held until maturity, these percentages would rep- 
resent an excellent showing, although they are rapidly increasing, indicat- 
ing that the company was not giving excessively long credit, about 60 days 
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in 1906 and considerably less in the previous years. This conclusion as to 
the length of the credit period must be modified somewhat, however, be- 
cause of the fact that the company, in 1906 at least, has discounted a large 
quantity ($1,321,083) of its bills receivable before their maturity. If these 
discounted bills were added to those still on hand, the combined item of 
accounts and bills receivable for 1906 would amount to more than 26% of 
the gross sales. This would indicate a much longer credit period. Un- 
fortunately the bills discounted of previous years are not given, so that 
no comparison can be made. If we consider that such customers’ notes are 
probably all good, since the banks are willing to deal in them, and that the 
much smaller amount ($585,575) of notes on hand at the close of the year 
probably represented recent sales, the first percentages stated above may 
still be held to make a good showing. 

Computing the changes in the balance sheet from year to year and 
classifying them as explained in previous articles, we obtain the following 
table: 


SUMMARY OF CHANGES IN THE BALANCE SHEET 



































PurRPosES OF EXPENDITURES. 1905-6 1904-5 
Increase in cost of properties. . -| $1,355,632] 1,241,174 
2 " capital assets B. S. R. R. Co., etc. | =e 
vs “ sinking funds. . IS, sf k'S hactbiaa 
= ce ee ee eee 619,966 43,399 
3 ‘ accounts and bills receivable . 661,498 325,312 
" ‘* miscellaneous investments. . as I i 05 ch wipe 
es “ working capital in hands of agents. . ea 
< ES eon ee rte eee 116,368 1r1,081 
¥ ‘“‘ prepaid insurance premium........ 11,502 
Decrease ee. re 103,800 
“* bonded debt Tenn. C. 1. & R. R. Co. 3,645,000 
4 “ sinking fund on general mortgage.. 48,240 490 
TUES cca ra see SSO eTE ET Es bee 1,439,320 
9,609,451 1,721,456 
| 
Sources or Funps: 
Decrease in capital assets of B.S. R. R. Co....| .......... 7,473 
NS ikea bikie ws Coeds O07 15,645 
Increase EOF TCE ET PTE | 3.377.957 260 
** bonded debt Tenn. C.I.& R.R.Co..| .......... 878,000 
* ‘* bonded debt Subsidiary Companies. 3,621,000 Suan 
“* Potter Ore Co., guaranteed bonds. . Peers 
“s “deferred purchase money notes . CR 
, ‘ accounts and bills payable. FOR CRy 167,663 389,389 
: ‘‘ interest due and accrued.......... 25,718 35,488 
tp dividends due and accrued........ 42,402 230,949 
es EE as 4 Phe ese oe hie oto 922,862}. . 57,870 
‘ S| Sree. See 106,382 
9,609,451} 1,721,456 
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The principal purposes for which expenditures were made in 1905 are 
represented in the four items, cost of properties, accounts and bills re- 
ceivable, cash, and inventories. As explained in a former number, an 
increase in the second named item is naturally associated with an in- 
crease in the surplus, since both are the results of the same cause, namely, 
the successful prosecution of the business for the conduct of which the 
corporation was organized; a sale, if made on credit, results in an ac- 
count receivable or a bill receivable, and, if profitable, in an increase of the 
surplus, unless this profit is appropriated in some other way as by in- 
creased dividends, fixed charges, improvements charged against income, 
et cetera. We notice that the increase in accounts and bills receivable 
in 1905 was three times that of the surplus. In this case the difference 
is partly explained by an increase of $145,056 in taxes and interest on 
loans and about $18,000 in interest on bonds. It will be noticed that this 
difference is fully covered by an increase of $230,949 in “ Dividends due 
and accrued ”; the latter does not explain the former, however, since there 
has been no increase in dividends, but, on the contrary, a small decrease 
due to the retirement of some of the preferred stock. 

The principal sources of the funds expended are represented in the 
increases in the bonded debt, accounts and bills payable, dividends due 
and accrued and the surplus. The last two have been sufficiently discussed. 
The company issued $970,000 of new general mortgage bonds during the 
year and redeemed $71,000 of general and “ divisional” mortgage bonds. 
The increase of $1,241,174 in the cost of the properties absorbed the pro- 
ceeds of the bond sales and of the $380,389 of notes (accounts and bills 
payable) as well. The report gives a description, in considerable detail, of 
the company’s activities in the way of new construction and improvements, 
showing total capital expenditures of $1,313,516. 

During 1906 the company’s activities were more extensive. The chief 
purposes of expenditure were, in order, a decrease of $3,645,000 in the 
bonded debt, of $1,439,320 in the surplus account, and of $103,800 in the 
preferred stock, an increase of $1,580,039 in capital assets of the Birming- 
ham Southern R. R. Co. and others, of $1,355,632 in the cost of properties, 
of $661,498 in accounts and bills receivable, and $619,966 in inventories. 
The decrease in the surplus account will attract attention. There was a 
surplus for the year’s operations of $126,881; but the company charged off 
$1,313,516, the amount added to properties during the preceding year; it 
also deducted the premiums on bonds and preferred stock purchased dur- 
ing the year, and claims for arrears of taxes, etc., altogether $252,684. 

The company’s report offers no explanation of the decrease in the 
bonded debt. It contains an excellent table enumerating the changes in 
the working capital, enumerating the sources of working capital and the 
objects of its expenditure; but bond redemptions except for the sinking 
funds are not mentioned therein. Stock sales are not mentioned as a 
source of working capital funds, either, and one is thus led to believe that 
the funds thus obtained were used for the payment of these bonds. The 
increase in cost of properties is represented by the construction of a num- 
ber of new furnaces, and the development of coal and ore mines; that of 
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the capital assets of the B. S. R. R. Co., et cetera, by acquisition of 
the control of, or by advances to several new coal, ore, or railroad 
companies. 

The principal sources of funds have been the increase in common 
stock, which has been alluded to, in the bonded debt of subsidiary com- 
panies and purchase money notes, which the report does not explain, in 
the Reserves, which, probably, should have been deducted from the stated 
values of certain assets since they largely represent depreciation of those 
assets, and the Potter Ore Company’s bonds which have been guaranteed 
jointly with another company, by the Tennessee Coal, Iron and Railroad 
Company. 

The company’s report contains much other matter in tabular and other 
forms which will be found of interest and profit to the reading stockholder, 
but which cannot be reproduced or summarized here on account of space 
considerations. The last report contains more information than do earlier 
ones, a fact which may be due to the influence of the accounting firm 
which was called in or to the spirit which actuated the company when it 
decided to have an independent audit. The company expressly states that 
$320,871 of the depreciation which it charged off during 1906 was due to 
the recommendation of the accountants. As before stated, the company 
has taken a long step toward making an industrial company’s report what 
it should be. Its example is worthy of emulation by other companies. 





New Interstate Commerce Commission Circular. 


Prof. Henry C. Adams, Statistician to the Interstate Commerce Com- 
mission, has issued a circular of information, under date of May 10, 1907, 
which states in a general way the intentions of the Commission in respect 
to the general and the primary operating accounts to be put in force on 
July 1, 1907. The accounts promulgated in the circular are: First, operat- 
ing revenue accounts; and, second, operating expense accounts; with the 
general and primary accounts under each head, as classified by the 
Commission. The circular contains the following paragraph: 

The requirements of operating officers, as well as the requirements of 
the Commission, have been held in mind in formulating these classifica- 
tions, and in this connection it may be proper to add that carriers are at 
liberty to sub-divide the primary accounts here submitted to meet local 
requirements or temporary conditions, provided that the integrity of these 
primary accounts be not destroyed, ‘and, further, that a record of im- 
portant and permanent sub-divisions be filed with this office. The Com- 
mission has no desire to obstruct the further development of accounting 
methods. On the contrary, its aim will be to coéperate with the carriers 
to perfect such methods. 
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BUSINESS AND EDUCATION. By Frank A. Vanderlip, Vice President of 
the National City Bank, New York. 563 pages. New York, Duffield 

& Company, 1907. Price $1.50. 

When a practical man writes about education he may not please the 
academicians, but he always says something that demands their notice. 
Too many of our educators have little knowledge of the real needs of the 
world and are inclined to ignore any suggestion from the outside. “ Not 
what the world wants, but what we think it ought to have” is the un- 
conscious shibboleth of too many of our teachers. On account of this 
attitude of the professional pedagogue the forces which have made for 
progress in education have come from outside and not from inside the 
academic circle. Mr. Vanderlip’s book is one of those progress-making 
forces. Fate made him work hard for his education and at the same time 
gave him the wisdom to see the value of all that he got. He prizes edu- 
cation as no man can who has not got it by hard knocks. His book 
makes it evident that throughout his busy life the subject has seemed to 
him all-important. In his business and in his travels he watches the 
achievements of trained and untrained men and compares their efficiency 
with the thoroughness of an expert. This book on business and education 
contains many of Mr. Vanderlip’s papers and addresses, most of which 
have been elsewhere published. 

Business men will doubtless be most interested in the author’s study 
of economic and political conditions in Europe which fill over one-half 
the pages of the book. In no other volume will the reader find so concise 
and intelligent a view of the problems which now absorb the attention of 
European statesmen and business men. Mr. Vanderlip, as a traveler, 
possesses advantages which are denied to the ordinary author. On account 
of his position in the financial world he has been able to meet men of 
affairs in Europe and thus has obtained from them first-hand information 
which less fortunate authors have been obliged to look for in books and 
periodicals. 

The book gets its permanent value from its discussion of educational 
questions. Mr. Vanderlip is an enthusiastic believer in the advantages of 
technical and commercial education and this belief in some way or other 
colors almost every page of the book. The opening paper on Co-ordination 
of Higher Education, which served as the Founders’ Day address at 
Girard College two or three years ago, is a brilliant and compact state- 
ment of the author’s views upon education. In this paper he boldly de- 
clares that the practical man has a right to talk upon the subject. 
“Schools,” he says, “are for the education of all sorts of men, and in 
directing their development there is the need of almost as many points of 
view, and of as varied experience as there are classes of men to be 
educated.” In this paper Mr. Vanderlip argues for higher commercial 
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education. “Commercial and industrial affairs,” he says, “are conducted 
on so large a scale that the neophyte has little chance to learn broadly 
either by observation or by experience. He is put at a single task, and the 
more expert he becomes at it the more likely it is that he will be kept at 
it unless he has had a training in his youth which has fitted him to 
comprehend in some measure the relation of his task to those which others 
are doing.” 

The reader will find in this book an excellent description of the work 
done by higher commercial schools in Europe. Indeed, in this field it 
gives more pertinent information than is found in some of the books 
written especially for the purpose. Mr. Vanderlip has no use for rubbish 
between book covers. He has a wonderful knack of getting at the heart of 
a subject and of compressing into a few paragraphs material which a less 
keen-sighted man might expand into a volume. 


THE ECONOMICS OF RAILROAD CONSTRUCTION. By Walter Lor- 
ing Webb, C. E. New York, John Wiley and Sons, 1906. viii+ 339 
pages. Price $2.50 


Professor Webb’s reputation as an engineer and author is sufficient to 
guarantee that this latest product of his pen will be found interesting and 
enlightening. It should prove especially useful to those who are dealing 
from the accountant’s standpoint with the engineering and operating prob- 
lems which are here discussed. The author’s style is clear and non- 
technical. 

The book is divided into three parts, concerned respectively with the 
financial and legal elements of the problem of profitable railroad con- 
struction, the operating elements of the preblem and the physical elements 
of the problem. Of the three parts the first-named is from the nature of 
its subject matter of the most general interest. The chapters on capitali- 
zation and on the valuation of railroad property are to be commended 
for their impartial and well-balanced treatment of a question which is of 
unusual present interest. Professor Webb arrives at the conclusion that 
after all the most accurate valuation of railroads is that arrived at in the 
give-and-take struggle of the stock market, after eliminating, of course. 
abnormal artificial fluctuations. 

In the other two parts the author discusses in terms that a layman will 
not find puzzling such topics as the following: Economics of Car Con- 
struction, Track Economics, Momentum Grades, Curvature, Minor, Rules, 
Pushing and Balancing Grades. 


THE STORY OF LIFE INSURANCE. By Burton J. Hendrick. New York, 

McClure, Phillips & Co., 1907. 296 pp. Price, $1.20. 

The average man gets all the information he has on life insurance 
from the aggressive insurance agent, who, in order to take full advantage 
of the “tontine tendencies of men,” talks insurance from the point of 
view of over two hundred different forms of policy, when at bottom there 
are only three simple forms which can exist. As insurance contracts are 
usually written, many things besides life insurance are included—a prac- 
tice confusing both to the policyholder and to the beneficiary. The former 
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can seldom distinguish between the benefits promised him or differentiate 
the costs of each; and the latter discovers when it is too late, that he has 
been relying upon a security which is not guaranteed to him according to 
a legal interpretation of the terms of the contract. 

Mr. Hendrick puts in simple, untechnical English the little-known 
principles of life insurance. He shows how, by the violation of these 
fundamental ideas through ignorance and fraud, one of the greatest insti- 
tutions for the moral and social uplift of the community has been turned 
into a scheme, whereby society has been robbed, legislatures corrupted, 
conservatism in business policy discredited, and in a large measure, by ap- 
pealing to the speculative tendencies of mankind instead of to the bene- 
volent spirit, the public has become prejudiced against the very principles 
of life insurance itself. 

The story of the development of life insurance in the United States is 
so interwoven with the personalities of the men who have fathered insur- 
ance ideas here, that only a skillful writer could present the leading 
principles and at the same time maintain that keen interest which the 
personalities of zealous reformers or of daring and reckless financiers 
always add. Elizur Wright, Amzi Dodd, and Jacob L. Green, who 
not only advocated but fought for a system of life insurance founded 
on sound principles stand out in strong contrast with those “giants of 
finance” who made the “aggressive agent” the fulcrum of their insurance 
schemes, adopted the Barnum and Bailey method of advertising, and made 
the term, “high finance,” as applied to America, a stench in the nostrils 
of the whole world. 

Tragedy is interwoven with comedy in the telling of the story. We 
learn how Henry B. Hyde, a discharged clerk of the Mutual Company of 
New York, founded the Equitable Company and then devoted his life to 
the building up of the “ biggest” insurance company in the world that he 
might humiliate his old enemy, the president of the Mutual, who had dis- 
charged him; and how the Mutual’s president after 30 years of strife was 
compelled to acknowledge his defeat and finally died a disappointed and 
embittered old man. In describing the ease with which the enterprising 
insurance agent went into Wall Street and transformed the most ag- 
gressive bulls and bears into innocent lambs, the author discloses some of 
the humors of the situation. 

We believe that The Story of Life Insurance will be generally accepted 
by both professional and non-professional readers as a most successful 
attempt to make clear a difficult subject. Its freedom from exaggeration 
will especially recommend it to the former, and its untechnical style will 
be appreciated by the latter. The historical matter is undoubtedly worthy 
of preservation. 

Lee GALLOWAY. 
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Conducted by ALEXANDER MCCLINCHIE, LL.B. 

The purpose of this department is to present from month to month shott, critical 
summaries of recent decisions, which affect accountants, and to furnish accurate infor- 
mation on legal questions. Inquiries from our readers will be welcome and will re- 
ceive prompt attention. 

REMEDIES ON LOST INSTRUMENTS. 

If the loser of a promissory note wishes to fix liability on the indorser, 
he must make at maturity demand on the maker and give prompt notice 
to the indorser or indorsers. If the note is of such a character that it 
would be good in the hands of a bona fide purchaser for value, a tender of 
a bond must accompany the demand on the maker. Otherwise he might 
be compelled to pay twice, though in no way at fault. He would of course 
have an action against the loser who might be worthless. It is generally 
held that a bond should accompany the demand in all cases. This is the 
safe rule to follow although in a few jurisdictions it is held unnecessary in 
a case where the maker would be under no obligation to pay the note when 
presented. But we must not forget that the loser might forget the exact 
conditions of the lost note or purposely misstate them and thus subject the 
maker to the expenses of an action. A bond is therefore always advisable 
because it insures a valid demand. 

The indorser is only secondarily liable and is bound to pay only in a 
case where the maker is in default. It would seem that the indorser would 
be in as much need of protection as the maker. There is authority which 
seems to hold that the indorser cannot be held liable on the note because 
he needs the note for his remedy as against the maker. But if the indorser 
knowing all the facts agrees to pay the loser it is generally held that the 
agreement can be enforced. But if the indorser has no knowledge of the 
facts an opposite conclusion is reached, for the loser must suffer the 
consequences of his own carelessness. 

The law has not yet assumed definite shape. But it would seem that the 
loser should join all parties and be required to give a bond to protect all 
parties from loss by double payment and from the expenses of any action 
involving the lost instrument. 

RECENT CASES. 

Whether a drawee can recover against the collecting agent of the 
holder of a raised check or one under a forged indorsement for payment 
made to him while acting in good faith, depends on whether the agency 
was disclosed or undisclosed. If disclosed, payment by the agent to his 
principal is a good defense, if undisclosed, such a payment is no defense. 
In the case of Union Bank or Canapa vs. Dominton Bank, 4 West L. 
Rep. 407 the wrongful holder of a check raised the amount, erased the 
name of the payee and wrote his own name and deposited the check with 
the Dominion Bank for collection. The Dominion Bank collected on the 
check and the depositor drew out part of the money. The Union Bank 
sued the Dominion for the entire amount. The defendant acted in good 
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faith and both banks failed to detect the forgery. As the plaintiff was as 
much to blame as the defendant, the court held that only the amount 
remaining in the defendant’s possession could be recovered. 





In ALEXANDER & Co. vs. HAZELRIGG, 24 BANK, L. J. 39, we find a new 
interpretation of the Negotiable Instruments Law. The plaintiff was an 
innocent purchaser for value before maturity of a promissory note given 
in payment of a bet. A statute of Kentucky provides that wagering con- 
tracts shall be void. The Kentucky Negotiable Instruments Law, a later 
statute, provided that an innocent holder for value of an instrument nego- 
tiated by a person whose title was defective because of illegal consideration 
took free from such defect. The court held that the statute did not repeal 
the former statute and the note is therefore void. 

In nearly every state wagering contracts have been made illegal by 
statute. But an innocent purchaser for value of such a note has always 
been protected. In other states the tendency is to hold that the Negotiable 
Instruments Law repeals by implication such prior and inconsistent 
statutes. Such seems to be a fair construction and the Kentucky decision 
in failing to recognize the spirit of the Negotiable Instruments Law is a 
step backward in development. 





The liability of shopkeepers for property of customers is well estab- 
lished. In WaAMsER vs. BrowninG, Kine & Co., 36 N. Y., L. J. 1283, the 
plaintiff called to purchase a vest. The clerk directed him to the vests 
and told him to try one on. The plaintiff did so and afterwards found that 
his own vest was gone. He sued for the value of his vest and its contents. 
The lower court gave the decision to the plaintiff but this was reversed 
on the ground of contributory negligence. 

Where it is necessary that a customer lay aside his property, the shop- 
keeper impliedly assumes the custody of the goods. The value of garments 
laid aside in a barber-shop, a bath-house, or a tailor-shop has been 
recovered, provided the plaintiff is not guilty of contributory negligence. 





QUESTIONS AND ANSWERS. 

Kindly tell me if the following state of facts would constitute usury. 
Upon renewing a note for a debt the accrued interest was added to its face 
and the combined amount formed the principal of the new note.— 
L. B., Jersey City, N. J. 

No. The facts as stated do not constitute usury. There is nothing 
unjust in such a note. 

Is the Statute of Frauds a good defense in the following case? A. con- 
tracted with B to appear at a public sale of land and bid in and purchase 
the land in B’s name but to pay for it with his own money which is to 
be refunded to him as soon as the amount is ascertained. A was to be 
paid a fixed sum for his work. The contract was not in writing.— 
Subscriber, Philadelphia. 

The contract is one of agency and not within the Statute of Frauds. It 
is not a contract for the creation of an estate or interest trust in land. 
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Correspondence. 


Satt Lake City, Utan, May 27, 1907. 
Gentlemen: 


In response to your suggestion, I give you herewith a short account 
of the history of the C. P. A. legislation in this State and of the present 
situation in regard to accountancy. 

Our legislature meets biennially. At the session of 1903 I procured to 
be presented a bill for a C. P. A. law which was modeled largely after the 
California statute on the subject, because our legislature follows that State 
very closely. This bill was considered in the House, but came up for 
passage unfortunately at a time when a number of its friends were absent. 
While it received a majority of the votes of the members present, it did not 
obtain a majority of the entire House and therefore failed at that time. 


In the very early part of the session of the current year a bill was 
introduced without my knowledge, which followed very closely the one 
first presented. As soon as I learned this I took the matter up with the 
introducer of this bill, and, after some arduous work in both houses, we 
succeeded in having it enacted, with a number of amendments which 
make it agree very nearly with the “ Model Bill” of the American Asso- 
ciation. The principal omission is the “reciprocity” clause, which we 
failed to convince the committees was essential. Rather than jeopardize 
the passage of the bill by insisting on something that would cause discus- 
sion, particularly as it was already near the end of the session, we let it go. 
But we hope to have the law amended in that, and possibly some other 
respects, at a future time. 


We are now in communication with the boards of other States, par- 
ticularly these adjacent to us, in relation to their regulations and require- 
ments in the examination of applicants for certificates, so as to make the 
practice as nearly uniform as circumstances will permit. 


Our State University and Agricultural College have both taken up the 
matter, and will adjust their courses in commercial education so as to 
prepare their students in those branches to pass the examinations. 


We have not many professional accountants in this State, although 
there are a number who have done more or less “ public accounting” in a 
desultory way. But we hope to gather a society, and increase the interest 
in the work of the profession; and the endeavor will be constant to keep 
up the standard. There is a very good field here; but the real difficulty is 
that the public have not yet awakened to the value of the work of the 
competent professional accountant. This difficulty we hope to overcome, 
though it may take some time. 


With best wishes for the success of THe JourNAL, I remain, 
Very truly yours, 
Douctas A. SWAN. 
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Correspondence. 


CuicaGo, ILL., May 25, 1907. 
Gentlemen: 

In spite of earnest efforts on the part of the Illinois Society of Certi- 
fied Public Accountants the legislature of Illinois has passed and the 
Governor has signed a bill doing away with the requisite of a high-school 
education in order to obtain the degree of C. P. A. during the year 1908. 

The Illinois Society is especially chagrined at the passage of this bill, 
as it is stated on good authority that it was instigated by a Certified Public 
Accountant of the State of New York, temporarily located in Chicago. 
The Illinois Society has always stood for what is highest in the profession 
and deplores this successful attempt to lower the standard by an outside 
accountant. 


The recent action of the Illinois legislature in passing the bill doing 
away with the necessity of a high school education on the part of appli- 
cants for the C. P. A. degree was strenuously opposed by the Illinois 
Society of Certified Public Accountants. The Society sent to Springfield 
Mr. E. E. Gore, who is not only one of the foremost accountants in 
Chicago, but is also well known throughout the country districts. That 
his efforts to defeat the bill were unsuccessful is due to the peculiar 
situation in this state. There is a decided antagonism on the part of the 
country districts against anything that is supposed to be a Chicago measure. 
Owing to the fact that nearly all the professional accountants in the state 
reside in Chicago, all C. P. A. legislation is supposed to be in the interest 
of that city and the country members object to what they consider an 
attempt to establish an aristocratic profession from which the poor coun- 
try boy is excluded. It was with the greatest difficulty that the high- 
school clause was retained in the original bill and this amendment was 
eagerly seized upon as an opportunity to do justice to the worthy young 
man whose necessities had prevented him from continuing his education 
through the high school. 


As the bill applies only to the examinations of the next two years, there 
will not be much harm done in its operation. The Illinois Society deplores 
its passage principally because it seems to put this state on a lower plane 
than the one it should occupy as one of the leading states in the profession, 
and one that has always stood for what is highest and best in accountancy. 


Since our legislature meets biennially, there will be no opportunity to 
repeal the law, even if a repeal were possible under the circumstances. 
As the examinations can be depended upon to be thorough, there is no 
danger of any very unworthy persons obtaining the degree, and we feel 
certain that the lowering of the standard will have only a sentimental 
effect and will not result in any deterioration in the value of an Illinois 
C. P. A. certificate. 

Yours very truly, 


SeEyMouR WALTON. 
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As Others See Us. 


The article on “English vs. American Practice” published in the 


March issue of THE JouRNAL oF ACCOUNTANCY calls forth the following 
comments from London editors: 

From the /ncorporated Accountants’ Journal (May, 1907): An article 
under the above title appears in the March issue of The Journal of 
Accountancy, which is published in New York under the auspices of The 
American Association of Public Accountants. The text of the article is 
a quotation from an inaugural address delivered by Mr. E. W. Sells, 
C. P. A., to the effect that America is far ahead of Great Britain in the 
character of its professional accounting work. We do not know whether 
the writer of the article expects to be taken seriously, or whether he is 
trying to amuse his readers. Perhaps he has been spending a holiday 
amongst our highlands and islands, where accounts are sometimes kept 
in a manner that is rather unique—where (to use the words of a northern 
accountant) “a big mark on the corner of a stick means a boll of meal, 
and a small mark hali a boll.” Judging, however, by the trouble that has 
been taken to enlarge upon the theme and endeavor to justify the claim 
of American superiority, it would almost seem as if the author were really 
in earnest. We may, therefore, be excused for giving one or two extracts, 
and as The Journal of Accountancy has stated its views with consider- 
able freedom, it will not expect us to be less candid. The following is a 
description of how we, on this side of the Atlantic, are supposed to 
record our purchases :— 

“In Great Britain it is the practice to transcribe in full, by hand, the 
invoices for purchases in a record for the purpose, and a summary of the 
purchase record (in some cases the detail) is entered in the journal, and 
from it posted to the ledger.” 

This may have been the practice in the days of our great-grandfathers, 
when time was of less value and competition less keen; it would hardly 
pass muster at the present day. But consider the up-to-date American 
method :— 

“In America it is a common practice to use the invoices received, pasted 
in a book arranged for the purpose, as the purchase record, from which 
the postings are made direct to the ledger, one account only being kept 
in the ledger to the credit of all such purchases. When payments are 
made the charges are entered against the one controlling account in the 
ledger.” 

If this is how to seve labour, we must confess that we have something 
to learn. The “one controlling account in the ledger” appears to be 
nothing more than a ponderous bought-ledger account, with a mass of 
detail which is quite useless, while there is no record whatever of the 
individual liabilities. 

And this is how we are said to deal with our sales— 

“In Great Britain, in a commercial business, it is common to find that 
an invoice is written, transcribed to a sales record, summarised (if not 
copied in full) in the journal, and from it posted to the ledger. The same 
principle is applicable to the accounts of manufactories and many other 
businesses.” 

We can only imagine that this statement is based on one of the ele- 
mentary works on bookkeeping. Time is too valuable in these days for 
such methods to be adopted in practice 
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The readers of The Journal of Accountancy are also asked to 
believe that, in our simplicity, we are ignorant of the use of cheques with 
receipt forms attached—documents known in America as “ Check- 
vouchers.” As a matter of fact they are well known and frequently used, 
but by many commercial men they are disapproved as being unsafe or 
unsatisfactory. 

} ren regard to the procedure in an audit, the following comment is 
made :— 


“In Great Britain, for example, there is a disposition to spend a vast 
amount of time in checking details of entries, such as comparing receipts 
or vouchers with the cash-book entries, and checking postings from cash- 
books, sales and purchase records to journals, and from journals to 
ledgers. In America the audit is made more by a series of tests through- 
out the various books kept, for the purpose of proving the accuracy, with 
a definite proof only of the mathematical accuracy of the trial balance 
with the ledger.” 


But what would our American friends do, if they had to get out the 
trial balance for themselves, as accountants have to do here in a large 
number of audits? There certainly is a tendency in this country to attach 
too much importance to detail checking where the books have been bal- 
anced, but to say that the British accountant looks chiefly to the arith- 
metical accuracy of the figures is a little too strong. The amount of 
detail checking should always depend upon how far the accuracy of the 
books can be proved in totals, which in turn is dependent upon the 
inauguration of a proper accounting system. Everything relating to the 
cash is important, and to habitually dispense with the vouching of the 
cash book, as appears to be inferred, is, to say the least, a dangerous 
practice, and opens up all sorts of possibilities for fraud. It is admitted, 
however, that American accountants are not guiltless in the matter of 
spending time on details, as witness the following :— 


“Tt could not be said that there are not American accountants who 
spend much time in details, and who do not make comments on the ac- 
counts when the audit is completed, nor is it true that no Briitsh 
accountants take short cuts, or make notes on their audits.” 


The Britisher, however, does not get credit for using his head, for— 


“ When the British accountants do make notes, however, the notes for 
the most part are a repetition of what may be seen by looking at the 
balance-sheet and accompanying schedules. The American accountants 
give a great deal of time to comparisons of the various expense accounts 
and revenue accounts one year with another, examining in detail the 
causes of increases or decreases. These features are not only brought out 
in detail in comparative statements, but are commented upon for purposes 
of administration.” 


A statement like this only requires to be held up to the light to display 
its weakness. Everyone who knows anything at all about an accountant’s 
work knows that his first thought, on completing a profit and loss account 
is to compare it with the figures for the previous year, in order to ascer- 
tain what expenses have increased and what have decreased. It naturally 
follows that he will draw the proprietor’s attention to these matters, and 
ascertain whether there is proper justification for the variations. These 
are the mere elements of accountancy. 

As regards costing, the Americans, with some degree of justification, 
claim to have led the way—that is to say, they have succeeded in getting 
it more generally adopted—but whether their costing systems are in ad- 
vance of our own is an open question. One thing has always struck us 
forcibly, namely, that, notwithstanding the great mass of American litera- 
ture on the su ject, it is a most difficult thing to find a book which sets 
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forth clearly and intelligently a system which is complete and capable of 
proof. ‘here are plenty of fragmentary systems, with endless detail and 
multiplicity of forms and rulings, but these are of little value for practical 
purposes. 

Speaking generally, our experience of American accountancy methods 
is not such as to inspire us with any very passionate desire to absorb them 
hastily. They may be, and doubtless are, suitable to America, but for this 
country they have not been found quite so applicable. We willingly ac- 
knowledge that we can gather from our American cousins many valuable 
hints, but they have, perhaps, quite as much to learn from us, and our 
methods are certainly not quite so elementary as they are represented in 
the article we have been discussing. If, in reply, we may presume to offer 
one little criticism of American accounting, it is this: there is a tendency 
to over-organisation, involving a mass of detail which is often very costly 
to execute without carrying with it any compensating advantage. 

In conclusion, Mr. Sells’ claim for the superiority of American account- 
ing is best answered by a quotation from a recent address of his own, 
which shows that he has still a large constituency on the other side of the 
water which have not been sufficiently impressed with its value. In ad- 
dressing the students of the New York University School of Commerce, 
Accounts, and Finance, Mr. Sells said :— 


“As the demand for accountants grows, so must the supply. It is a 
liberal estimate to make at this time that only about 10 per cent. of the 
work that should be done by public accountants is done. Where there are 
less than 100 railroads whose accounts have an independent audit, there 
are 900 more that should have. The percentage of banks that should be 
audited by public accountants to the number that are being audited is 
even greater. This is true of manufactories and other institutions, to say 
nothing of the commercial houses, and the wholesalers and retailers of 
various commodities. It may be confidently predicted that during the 
next 10 years the ratio of corporations and firms that are audited to 
those that are not audited will materially increase, whether laws are 
enacted requiring auditing or not.” 


From the ‘Accountant (May 11, 1907):—One has only to read the 
article in order to be convinced that the writer has not taken the trouble 
to familiarise himself with modern British methods, or he would never 
have asserted that, in Great Britain, in a commercial business it is common 
to find that an invoice is written, transcribed to a sales record, summarised 
(if not copied in full) in the Journal, and posted from it to the ledger. 
In the great majority of up-to-date businesses manifolds are used, al- 
together dispensing with the day book, which, we presume, corresponds 
with the writer’s sales record; while it may be added that it is probably 
at least fifty years since sales were copied in full in the journal of any 
commercial business. If the journal is used at all at the present day it 
is to record some three or four transactions per month in total, to enable 
a better check to be kept upon the accuracy of the trade ledgers by the 
independent building up of adjustment accounts in a nominal or general 
ledger. 

Even more laughable, however, is the suggestion that the American 
method of pasting invoices into a guard book is preferable to the British 
method of dealing with purchases. Guard books were probably in very 
general use in this country ne hundred years ago. They were fre- 
quently met with perhaps as recently as twenty-five years ago, but are 
now practically obsolete, on account of the extreme difficulty that they 
offer to speedy reference, and to the objections that are now entertained 
to permanently recording original entries in bound books. If our contem- 
porary cannot think of a better means of instancing the superiority and 
modernity of American accounting systems than the old-fashioned guard 
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book, we really think that it would have been well advised to allow the 
case to go against it by default. For our own part, however, we should 
hesitate to assert that American accountants of experience regard this as 
. suitable method of dealing with purchases in an ordinary commercial 
usiness. 

We prefer not to carry the comparison further, and thus refrain from 
criticising our contemporary’s assertions as to the alleged superiority of 
the American accountant’s audit. We may mention, however, that—at 
all events up to the present—that superiority does not appear to be so far 
admitted by American business men as to prevent them from giving a 
very large proportion of their accountancy work to British firms having 
branches in the States. We may also mention that, although a number of 
technical works, of varying merit, have been published in the States during 
recent years, nothing of exceptional noteworthiness has yet been pro- 
duced, and even American practitioners appear to still regard the British 
text-books as the standard ones. We refrain from carrying the comparison 
further because, as we have already stated, we think it to be regretted that 
the question should ever have been raised in its existing form, and we 
feel sure that that regret will be shared by a majority of the certified 
public accountants in the States. 





A Foreign View of the C. P. A. Examinations. 


Accountancy, a Dutch periodical of high standing, has some interesting 
remarks in its April issue on education for the profession in the United 
States, called forth by the symposium in the January number of THE 
JouRNAL oF ACCOUNTANCY on the question, * What Shall be Done to Put 
Education for Accountancy on a Professional Basis?” The editor of 
Accountancy says: 


We have previously made the remark that for the C. P. A. really 
nothing else is required than sufficient knowledge of bookkeeping, to- 
gether with some puzzles which one man may solve quickly, without being 
a more able accountant than another who is not so lucky. 

The new rules for the C. P. A. examinations in Pennsylvania, in force 
since January I, 1907, must, therefore, be called very meritorious. They 
contain the practical application of the views given by the nine contri- 
butors to THE JOURNAL oF ACCOUNTANCY. In fact, the accountant who has 
complied with the requirements may be regarded as efficient in his calling. 
We must confess, however, that much will depend upon the method the 
examination committee will follow to find out whether the prescribed 
knowledge is really acquired. Will systematizing, analyzing and the 
making up of a report get all the attention they are entitled to? 

The present examination in Pennsylvania consists of two parts, a 
preparatory and a final examination. The first requires the knowledge 
acquired in a public high school and he who has a certificate of such a 
school is exempt. However, “ History of Accountancy” and “ Elementary 
Principles of Accounts” belong also to the examination and the names 
of some necessary books therefor are given. The final examination can 
only be taken two years later, during which time the candidate must have 
been employed in practical work in an accounting office and must have 
studied hard. 

The description of the requirements under the head of “General 
Accounting ” shows what a general and broad view of business (according 
to our opinion correct) is required from the candidate. 
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Compulsory Auditing of Municipal Accounts. 


At the banquet tendered to the members of The American Association 
of Public Accountants by the New York State Society on April 16, 1907, 
Mr. J. S. M. Goodloe of Ohio spoke in part as follows: 

The advance made by the profession of accountancy must be a source 
of great gratification to all of us. There is, however, one branch of ac- 
counting which I think we must admit does not receive the attention which 
is its due. This branch, it is true, has received a great deal of careful 
thought and consideration, and probably in many parts of the country re- 
quires the services of a number of the members of our profession. In the 
Western States, however, the need of the public accountant in municipal 
affairs has, largely, up to the present time been ignored. 

In our state we have what is known as the Bureau of Uniform Ac- 
counting, which under the direction of the Auditor of State, requires all 
city, county and state offices to keep their records and render their reports 
in such form as may be prescribed by the State Auditor, and also provides 
for audits by this bureau. Unfortunately, however, this bureau has been 
unable to cope to a large extent with the enormous volume of work. Many 
of the largest cities in the State have never been examined, although it is 
specifically made a part of the duties of the bureau. This is not meant as a 
reflection on the Auditor, but I believe that no one had any conception at 
the time this bureau was organized of the enormous volume of work in- 
volved, or the necessity for a large and thoroughly equipped staff of 
auditors to carry on this work properly. 

The present code took effect about the first of May, 1903, but up to 
within a few months ago the mayor of no city in the state had appointed 
examiners to make an investigation into the affairs of all departments of 
the city government. Early in February of the present year | was honored 
by being called to the office of the Mayor of Columbus and was told that 
the Mayor intended to appoint a committee to investigate the affairs of 
every department of the city government, and asked if | would serve as a 
member of that committee. I accepted the appointment and have as col- 
leagues two gentlemen of sterling worth and unquestionable integrity, 
Colonel J. T. Holmes of the Ohio bar and Hon. Allen W. Thurman. We 
began our investigation during the latter part of February. The story of 
gross neglect of duty, absolute lack of records, bribery and corruption in 
high places, is almost inconceivable. 

Naturally, my interest has centered largely in the matter of account- 
ing and records, and I want to say to you, gentlemen, that if the City of 
Columbus had been audited even at intervals of several years, the present 
existing conditions would be impossible. From my experience in this 
direction in the last two months I believe that the American Association 
can do no greater work than by starting a campaign for the compulsory 


162 

















Compulsory Auditing of Municipal Accounts. 


audit of the books of all public officials. It is a matter of common occur- 
rence to pick up the daily papers and to note therein the misdemeanors 
(or worse) of elective officers in various States, counties and muni- 
cipalities. Instances like San Francisco, Philadelphia, St. Louis, Columbus, 
and many other cities, should make us realize every day the necessity for 
our work. I am not speaking of this from the standpoint of revenue to 
the accountant, but from the standpoint of the taxpayer, who is usually 
assessed for hundreds of thousands of dollars which would be unnecessary 
if the accounts of our public officials who handle the money were audited 
by competent and disinterested accountants. 

This work cannot be done by a political bureau, though in saying this I 
want to disclaim any intention of reflecting in the slightest on my good 
friend, Mr. Guilbert, Auditor of State, who is in charge of the Ohio bureau, 
as he is entitled to great credit for what results have so far been obtained. 
It is impossible for any public official, no matter how conscientious and 
thorough he may be, to do work of this kind under present political con- 
ditions, and with limited funds. Suggestions have been made in our state 
that the work of auditing of the city, county, and municipal offices should 
be placed under a commission of practicing public accountants. This plan 
would, I believe, eliminate the possibility of political influence, and would 
place such work on the same high professional plane as the law. For in- 
stance, the municipal code provides that the Attorney General, County 
Attorney, City Solicitor, and other officers of the legal department of the 
State shall be electors and admitted to the practice of law. In the matter 
of the audit or examination of accounts of the city or the municipality, the 
statutes should provide that the auditor must be properly qualified and 
admitted to practice as a certified public accountant. This matter is al- 
ready under consideration in our state, and I earnestly hope and believe 
at the next meeting of the legislature the municipal code will be so 
amended as to require that every auditor or deputy auditor employed to 
examine the affairs of city, county, and state officers, shall be a certified 
public accountant. 

Mr. Kauffman will, I believe, bear me out in my criticism of the 
methods at present in vogue in the departments of the City of Columbus, 
as Mr. Kauffman has been for some time past, to some extent at least, a 
co-laborer in his capacity as deputy inspector of municipal accounts. But 
unfortunately there are not enough men of his caliber and public spirit who 
are willing to engage in this work for the comparatively small compensa- 
tion allowed by the State. It is our intention to do all that we can to 
further the work of the Ohio State Bureau of Inspection of Accounts, and 
I hope that we will soon be able to report to the association that Ohio is 
leading the van at least in this respect. We are conceited enough to think 
that it leads in many respects, and we hope soon to be able to say to you 
that Ohio is the first State in the Union to require the accounts of all 
public officials to be audited by certified public accountants. 
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Public Accounts. 

Press dispatches indicate a growing interest throughout the country in 
improved systems of accounting and in more searching audits for muni- 
cipalities. The able address of Mr. J. S. M. Goodloe, reprinted in this 
number, on “ Compulsory Auditing of Municipal Accounts,” deals with the 
situation in Columbus and shows how the State of Ohio is handling the 
problem. 

The Philadelphia papers are giving considerable attention to the in- 
efficiency of the widely different systems of bookkeeping used in the vari- 
ous departments and to what the Philadelphia Record describes as “the 
generally muddled condition of the cash accounts because of these differ- 
ences.” The matter is being agitated by the City Club and by a Committee 
to Verify Cash Accounts of the City Council. 

The Birmingham (Ala.) Ledger prints the following item, which 
serves to show a tendency at least to insist on exactness even in the 
accounts of small public officials: ‘ 

“The state examiners have recently found fifteen officials short in their 
accounts by small amounts. While this is not so very important to the 
state financially, it is, in a measure, so. These fifteen men were found to 
owe the state $1,080.64. While in most cases it is a mere matter of book- 
keeping and of construction of the law, it indicates the value of having all 
public accounts carefully audited frequently. Not one of these fifteen men 
is below the standard of official rectitude and official carefulness. Yet they 
have allowed their books to be badly kept, and they have not been careful 
in following the letter of the law. The little jolt of being published as 
short even $0, will prevent future carelessness.” 

In Seattle, Washington, the Clearing House Association has recom- 
mended the appointment of certified public accountants to audit the 
municipal books for four years back and the Council has selected Price, 
Waterhouse and Company and Lester, Herrick and Herrick. The Seattle 
Times says: 

“It is planned by the clearing house to go over the city’s books both 
forward and backward, one set of accountants to start on the books be- 
ginning March 17, 1906, and working forward through the present ad- 
ministration to the present time, and the other accountancy firm is to start 
at the same date and work backwards for three years. In this manner the 
books will be experted for the entire length of time that it is possible to 
collect on a bond, or to prosecute in case a defalcation is found. The 
reason that outside accountants were decided upon by the bankers is to 
eliminate any possibility of criticism in the matter of collusion with the 
city officials.” 





The associated accountants of New Orleans celebrated the fifteenth 
anniversary of the organization at a banquet held on the evening of May 
11. Among the speakers were President Edmunds, Col. George Soule, 
J.’J. Fowler and J. E. Elizardi. 
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News and Notes. 


Committee Changes. 

Mr. John A. Cooper of Illinois has resigned his chairmanship of the 
Legislative Committee of The American Association of Public Accountants 
and his resignation has been reluctantly accepted by President E. W. Sells. 
Mr. H. R. M Cook of New York has been appointed chairman in his place 
and the Committee now comprises Mr. Cook, chairman, and Mr. Samuel 
D. Patterson of New York. 

Mr. Durand W. Springer of Michigan and Prof. Joseph French John- 
son, Dean of the New York University School of Commerce, Accounts, 
and Finance, have been appointed additional members of the Committee 
on Education of the American Association. The Committee is now 
composed of the following: 

J. R. Loomis, Chairman. 

H. R. M. Cook. 

W. Sanders Davies. 

Durand W. Springer. 

Joseph French Johnson, Secretary. 


Massachusetts. 


The Incorporated Public Accountants of Massachusetts held their 
annual meeting May 9, 1907, and the following officers were elected: 

Thomas S. Spurr, president; Augustus Nickerson, vice-president ; 
Herbert F. French, treasurer; William Dillon, secretary; Amos D. Albee, 
auditor. 

Executive Committee: Frederick C. Tufts, William F. Hall, and 
Harvey S. Chase. 

Delegates to The American Association of Public Accountants: 
Thomas S. Spurr, William Dillon and Harvey S. Chase. 


Illinois. 


At the annual meeting of the Illinois Society of Certified Public Ac- 
countants, the following directors and officers were elected: 
Seymour Walton, President. 
John Alexander Cooper, Vice-President. 
Harold Benington, Secretary. 
J. Porter Joplin | 
ae fee a n Additional Directors. 


Charles J. Marr 


Messrs. Ernest Reckitt, Edward E. Gore, J. Porter Joplin and John 
Alexander Cooper, were elected delegates to the American Association and 
R. O. Berger, R. S. Buchanan, W. H. Roberts and Harold Benington, 
alternates. 
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The Journal of Accountancy. 


Barrow, Wade, Guthrie & Company announce the removal of their 
Chicago offices to the Monadnock Building. 


Utah. 


In accordance with the provisions of the new C. P. A. law in Utah, the 
Governor of the State has recently appointed Mr. W. J. Bateman of Salt 
Lake City, Mr. Ralph E. Hoag of Ogden, and Mr. Douglas A. Swan of 
Salt Lake City to be members of the State Board of Accountancy. 

The board has not yet met officially, but it is authoritatively stated that 
it will be the earnest endeavor of all its members to establish and maintain 
a standard for the profession in the State that will be equal to the best. 

The waiver clause of the Utah law permits the board at its discretion 
to grant a C. P. A. certificate without examination to properly qualified 
applicants “who shall have been for more than two years prior to the 
passage of this act practising in this State as public accountants on their 
own account, and who shall in writing apply for such certificate within one 
year thereafter.” No provision is made for the recognition of the C. P. A. 
certificates of other States. 


Colorado. 


The members of the Colorado Society of Public Accountants held a 
banquet on April 18 to celebrate the final passage of the C. P. A. act in that 
State. Those who aided most in getting the bill through the Legislature 
were presented with suitable mementos of the occasion. The menu-card, 
which contains a facsimile reproduction of the act in its final form and of 
the signatures of the State officials, is headed by a new interpretation of an 
old phrase, as follows: 


“Vent, Vidi, Vict 
C-ame, P-erceived, A-bsorbed ” 


The Accountancy Board of Colorado is made up of the following 
members, all of whom belong to the Colorado Society: 
Alexander E. Fowlie, one year. 
Joseph H. Kingwell, two years. 
John B. Geijsbeek, three years. 


Georgia. 
At the annual meeting of the Georgia State Association of Public Ac- 
countants, held February 23, 1907, new officers were elected as follows: 


President, A. J. Haltiwanger, Atlanta, Georgia. 
Vice-President, R. P. Marsh, Savannah, Georgia. 
Secretary, Joel Hunter, Atlanta, Georgia. 
Treasurer, W. B. Sheldon, Atlanta, Georgia. 
A resolution was adopted looking to the admission of associates and 
outlining their qualifications for membership. There being no further 
business, the meeting then adjourned. 
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